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‘( SPRCIAL TRUST SERVIC 


to meet todays needs 


e There may be occasions when 
you will be asked to recommend a secu- 
rities custodian or investment advisor 
in New York. In a_ booklet entitled | 
“TRUST, CUSTODY AND INVESTMENT 
SERVICES” we describe facilities and 


viewpoints geared to the needs of today. 


on request. 


IRVING TRUST COMPANY 


ONE WALL STREET + NEW YORK 15, N.Y. 
Capital Funds over $117,000,000 + Total Resources over $ 1,300,000,000 
Wituiam N. Enstrom, Chairman of the Board Ricuarp H. West, President 


Personal Trust Division 


Georce A. Murpny, Vice President in Charge 


We will be pleased to send you a copy 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 
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Many banks have “stepped up” the range and effec- 
tiveness of their facilities by tying in with Guaranty 
Trust Company correspondent services. Our close 
association with these institutions has proved the 
value of this wider service. 


Today we have correspondents all over the United 
States and in all commercially important areas of the 
world. We welcome your bank’s usage of our various 
services, or your request for additional information 
regarding the help Guaranty Trust Company can give 
you in energizing and broadening your customer 
relationships. 


Guaranty Trust Providing every correspondent 
Comp any service—domestic, foreign, fidu- 


ciary, portfolio—that your bank 
of N CW Yor k or your customers may require. 


Capital Funds $374,000,000 


140 Broadway Fifth Ave. at 44th St. Madison Ave. at 60th St. Rockefeller Plaza at 50th St. 
New York 15 New York 18 New York 21 New York 20 
London Paris Brussels 


Member Federal Deposit Insurance Corporation 
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MI 
MERCANTILE ~ 
Bank and : A, Trust Company 
ST. LOUIS 1 | §% : MISSOURI 
Hlatement of Condition —December 34, 195 
RESOURCES 
Cash and Due from Banks $123,240,179.92 
United States Government Obligations, direct and 
guaranteed (incl. $21,349,082.54 pledged *) 95,824,995.81 
Other Bonds and Securities : : 38,954,616.70 
Demand and Time Loans 147,986,331.45 
Stock in Federal Reserve Bank in St. Louis 600,000.00 
Real Estate (Company’s Building) _.  2,750,000.00 AR 
Customers’ Liability on Acceptances and Letters af Credit 3,624,480.50 
Se a 163,065.22 
$41 3,143,669.60 
LIABILITIES CU 
NRE I ieciccinvcnninnecveonss nucocnaceneas 12,500,000,00 Tru 
Surplus 7,500,000.00 | Cor 
Undivided Profits 7,315,985.57 | h 
Reserve for Dividend Declered _ 250,000.00 aa 
Reserve for Interest, Taxes, etc. 1,461,798.69 ’ 
Bank’s Liability on Acceptances and Lowers of Credit __..  3,624,480.50 Tru 
Other Liabilities : 536,086.59 = 
Deposits, Secured: 
U. S. Treasury Tax and 
Loan Account $ 8,503,736.85 PF 
Other Public Funds 8,220,901.26 $ 16,724,638.11 Lege 
Other Deposits: ' ALA 
Demand _____- $307,782,104.48 | Adve 
Savings 55,368,951.84 
i 79,623.82 $363,230,680.14 $379,955,318.25 Pub: 
$413, 143, 3,669. 60 
* All Securities pledged are to the U. S. Government or its Agents, State of 
Missouri and the City of St. Louis, to secure deposit and fiduciary obligations. Hien 
MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION _ 
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Cover Picture . . . The Washington monu- 
ment by Thomas Crawford in Capitol 
Square, Richmond, Va. 


Besides his distinction in public life 
George Washington achieved recognition as 
a fiduciary. From his own comments can be 
seen the importance which he attached to 
this position. 


In 1775 he wrote John West, who had 
asked Washington to serve as Guardian for 
his son, “Two things are necessary ...A 
Capacity of judging with propriety, of 
Measures proper to be taken in the Gov- 
ernment of a youth; and leizure sufficient 
to attend the Execution of these Measures 

. . what with my own business, my present 
Wards, My Mothers (which is wholely in 
my hands), Colo. Colvills, Mrs. Savages, 
Colo. Fairfax’s, Colo. Mercers (for Colo. 
Tayloe though he accepted of the trust 
jointly with myself, seems no way inclined 
to take any part of the Execution of it), 
and the little Assistance I have undertaken 
to give in the management of my Brother 
Augustines Affairs (for I have absolutely 











CORRESPONDENCE 


Stocks for Pension Funds 


The current session of the Wisconsin 
Legislature will be asked to review stat- 
utory restrictions on the investment of 
the state employees’ pension funds which 
total, roughly, 120 million dollars. Pres- 
ent statutory provisions have had the 
effect of restricting the holdings of com- 
mon stocks to less than one-half of one 
per cent, with the natural result that 
the yield is extremely low. 


We intend to propose legislation per- 
mitting this fund to be invested in the 
same manner as private industrial pen- 
sion plans and, in order to obtain legis- 
lative consideration, we need all the in- 


| formation obtainable. 
.. Editorial 77 | 


As a reader of your publication, it oc- 
curred to me that possibly you might be 
able to furnish a representative list of 
portfolios of private pension plans, to- 
gether with their yields. It is my firm 
belief that an aggressive and dynamic 
use of these funds is essential to pro- 
vide purchasing power for our pension 
employees in the future. We cannot ob- 
tain diversification without legislation 
and legislation will require considerable 
selling. 

John C. Lobb, 
Executive Office, 
State of Wisconsin 
Madison, Wis. 


Ed. Note: Any additional information 
our readers may be able to give Mr. 


| Lobb will be most helpful. 


| New Common Fund 


Knowing that you follow the develop- 
ment of Common Trust Funds through- 
out the country, I thought you might be 
interested in knowing that we are com- 
mencing our first Common Trust Fund 
as of the close of business today (Jan. 
31, 1951). In preparing for its institu- 
tion we have found numerous articles ap- 
pearing in TRUSTS AND ESTATES to be of 
valuable assistance. 


E. B. Pigeon, 
Trust Officer, 
Frost National Bank 
San Antonio, Texas 





refused to qualify as an Executor) keeps 
me... constantly engaged in writing let- 
ters, Settling Accts., and Negotiating one 
piece of business or another . . . by which 
means I have really been deprivd of every 
kind of enjoyment, ... I think you will act 
very prudently in having your Will Revisd 
by some person knowing in the Law, as a 
Testators Intention is often defeated, by 
different interpretations of Statutes, which 
require the whole business of a Man’s life 


to be perfectly conversant In.” 
—Photo by Louis C. Williams 
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48! Banks in all parts of the nation have been — 


Central Hanover correspondents for 50 years or more 
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Phelps Dodge Corporation | 
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COLBY M. CHESTER Cash and Due from Banks . . . . « «$f §30,225,048.56 


Honorary Chairman 
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A bank is known by the correspondents it keeps | 
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EDITORIAL... 


| CAPITAL for PROGRESS and DEFENSE 


TATES 


669,. ELLOW Capitalists . . .” should be the salutation of 

is public speaker in this country, except those 
addressing groups of penniless Communists, chronic relief- 
ers and other parasites. All others have a personal stake in 
the ownership of capital, unlike the U.S.S.R. where the 
“means of production” belong to the government. 

But most people still do not realize that they are capital- 
ists, nor even faintly recognize the tremendous blessing 
which Capital brings to the Peace or the Security of our 
nation. That is the most pathetic fact of this whole Ideologi- 
cal War, for without such recognition we cannot achieve the 
essential unity of understanding and action with which we 
must oppose Anti-Capital aggression. Ignorance is as grave 
a danger as weakness or sloth. 

Russia’s power stems largely from the virtual elimination 
of all three 
given relief doles or “unemployment compensation” and 
there is no such thing as “sick” labor protests and strikes. 
Wage payments or increases are not made in accord with 
the nuisance caused or the political party affiliation of union 
leaders. Weakness is not tolerated on the part of farmer, 
worker, supervisor or commissar. Ignorance of the “virtues” 
and demands of the Marxist doctrine is inexcusable, as is 
ignorance of the “vices” of Capitalist doctrine and accom- 
plishments. If the condition cannot be eliminated, the indi- 
vidual is. 


from the Communist viewpoint. Idleness is not 


* * % 


On the authority of such leaders as General Eisenhower 
for the military, and Defense Mobilizer Charles E. Wilson 
for the industrial, we have the greatest productive system 
in the world for prosperity in peace or for victory in 
war. Unfortunately. we take that productive capacity for 
granted; most are ignorant of its origin in the savings and 
investment of millions of people and the development of the 
best tools or tanks by private enterprise individual or 
corporate. 

Until we have a basic understanding of Capital and Free 
Enterprise — the material supports of our personal freedoms 

we will suffer from the dangerous weakness of “class” 
antagonisms and from the sloth of those who believe the 
world or the “government” owes them a living. And we will 
be unable to distinguish friends from enemies. That has been 
the greatest danger to animate life since the first freedom — 
freedom from immobility. 

We have long been warned by the ablest observers that 
we can lose our heritage, even our power to defend our- 
selves, from internal errors. Benjamin Fairless, president of 
one of our great “arsenals of democracy.” the United States 
Steel Corp., has again called attention to the “Red Army 
of Trained Termites . . infiltrated into virtually every 
branch of the American economy,” and remarked the other 
internal sources of danger: “borrowing ourselves into bank- 
ruptcy, spending ourselves into poverty, or taxing ourselves 
into stagnation.” It was “Comrade” Lenin who said that 
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to achieve world Communism, “we must force the United 
States to spend itself into destruction.” 


We have the alternative of good living conditions and 
a sound economy despite the defense crises, but it will take 
a more statesmanlike leadership and a more economically 
literate electorate to achieve both simultaneously. Just this 
month the economic committee of the Twentieth Century 
Fund previewed a report in which they conclude that the 
U. S. can meet present defense objectives and even increase 
its standard of living — provided we accept personal sacri- 
fices of gain in the initial stages of rearmament, and pay 
needed taxes. 


This dual objective cannot be attained, however, as long 
as we have political favoritism such as marked the latest 
“exemption” — that of coal mining — from inflation con- 
trols. Nor can we fight a series of “civil wars” between 
pressure or union groups as in the case of the recent rail- 
road shutdowns, of which Defense director Wilson said, 
“The Communists could not hope to be this effective if they 
started a full-scale campaign of sabotage.” 

If we are to have guns and butter in a Democracy, it is 
essential that the people know the nature of the Capital that 
makes them possible. If we are to use the guns effectively 
we need a better-defined and more stirring common cause 
than the Dollar-Chasing which has brought some branches 
of government to a low moral ebb, has set employee and 
employer too often at odds when they should be teamed, 
with the best machines, for the increased productivity which 
is our only hope of economic salvation. 

* * * 


Trustees and others whose business it is to protect capital 
and encourage saving should be in the militant forefront 
of public champions of Capitalism. Instead of fearing to use 
it as being “unsemantic” we should make it the most pho- 
netic term in our economic vocabulary. With one-tenth of 
the thought, lung-power or publicity that the ‘Commie’ gives 
to its damnation, we could show the true advantages of 
Capital as an indispensable aid to the life of free men. 

In fact it is the mark of civilization. Without it we would 
still be barbarians, with no time for arts and culture. 


Why do we not get better acquainted with this system 
called Capitalism and tell our neighbors, in speeches, in 
advertisements, in pamphlets, and in “fireside chats,” 
whence comes the true wealth of men and of nations? If 
we want our savings and investments to take care of us, 
we are going to have to do a lot better job of protecting 
them, and assuring that we shall not be taxed or “controlled” 
out of our substance at home in the course of defending 
ourselves from outside plunderers. After all, the basic eco- 
nomic difference between the U.S.S.R. and the U.S.A. is 
that in the former only the self-chosen few can own or 
control Capital — here Capital is very democratic—it will 
belong to anyone who works and saves. 
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Mid-Winter Trust Conference 


Economic Impacts 


ON TRUST INVESTMENT AND ADMINISTRATION 


HE effects of the country’s defense 

effort on trust business was the 
dominant theme of the program of the 
32nd Mid-Winter Trust Conference 
sponsored by the American Bankers As- 
sociation Trust Division at The Waldorf- 
Astoria in New York on February 5, 6 
and 7. More than 1,700 trustmen were 
registered but the rail strike prevented 
several score from attending. 


Division President Raymond H. Trott, 
in a concise comparison of the present 
situation with that at the time of Pearl 
Harbor, indicated that the tremendous 
military expenditures can be sustained 
provided national affairs are properly 
managed, the key being greatly in- 
creased production. The major problem 
confronting trust institutions particular- 
ly will be that of personnel, and Mr. 
Trott, who is president of Rhode Island 
Hospital Trust Co., urged immediate 

‘attention to improving working condi- 
tions and anticipating sources of tempo- 
rary manpower. The unsettled times 
may create an opportunity for greater 
use of trust services by those engaged 
in the war effort, Mr. Trott said, re- 
marking at the same time the desira- 
bility of trustmen taking positions of 
community leadership. 


Inflation cannot be prevented merely 
by the imposition of government credit 
and other controls, declared James E. 
Shelton, president of the Association and 
of the Security-First National Bank of 
Los Angeles. Reviewing the govern- 
ment’s policies over the past two dec- 
ades which he contended have led to the 
current inflationary situation, Mr. Shel- 
ton asserted that prevention of the same 
mistakes can be accomplished only if 
all segments of the economy — labor, 
business, government and the public at 
large — live by sound business princi- 
ples. Deficit borrowing should be mini- 
mized and raised from non-bank invest- 
ors, increasing the interest rate if ne- 
cessary, and additional taxes should 
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be secured mainly from the income 
groups under $6,000 where the bulk of 


the purchasing power is. 


A one year recurring plan for trust 
departments was proposed by Laurence 
Tharp, vice president of The Anglo Cal- 
ifornia National Bank of San Francisco. 
Explaining the chart accompanying his 
address, Mr. Tharp stressed the desira- 
bility of a “First-of-January” look at 
the operations and policies of the de- 
partment. These he considered under 
the broad headings: Profits, Administra- 
tion and Operation, New Business. In- 
tegration, and Management Engineering. 


Manpower 


A bank personnel turnover of about 
25 per cent during the coming vear 
was estimated by William Powers, dep- 
uty manager of the Association and di- 
rector of its Customer and Personnel 
Relations Department. A recent survey 
showing that there are 410,000 people 
employed in the nation’s banks indi- 
cates that 100,000 replacements will be 
required in 1951. Defense needs super- 
imposed on the tightest “peacetime” 
labor markets ever add up to intensive 
competition for blue-and white-collar 
workers by employers whose services or 
products are considered necessary to the 
defense program and the country’s eco- 
nomic welfare, Mr. Powers observed. 


“Additional difficulties from the trust 
viewpoint are incorporated in the salary 
stabilization orders now in effect and 
in process of being issued, which are 
already being reflected in turnover,” 
Mr. Powers said. “A spot check of 
banks and trust companies in the past 
two weeks reveals that bank personnel 
officers are feeling the manpower pinch 
now. Bank turnover that averaged less 
than 114 per cent a month in the first 
half of 1950 in 74 labor market areas 
is currently running over 2 per cent a 
month and continuing to rise. 


Little relief may be expected from 


banking’s being listed as an activity 
essential to the defense effort, and there 
is no positive assurance that banking 
will be on the revised official list which 
is scheduled for promulgation in the 
near future. The Trust Division’s Trust 
Personnel Committee is giving serious 
attention to improvement of selection of 
manpower sources, screening applicants, 
and training employees, which, it is 
hoped, will be helpful to trust institu- 
tions. 


Panels 


The closing item on the Monday after- 
noon session was a panel discussion: 
Public Forums on Finance and Trust 
Matters. Earl S. MacNeill, vice president 
of Irving Trust Co.,. New York, pre- 
sided over a group consisting of R. M. 
Alton, vice president and trust officer 
of United States National Bank. Port- 
land, Ore.: B. W. Barnard, vice presi- 
dent and trust officer of American Trust 
Co., Charlotte; Floyd L. Dwight, vice 
president and trust officer of First Na- 
tional Bank, Minneapolis: and Charles 
B. McGowan, vice president of Rhode 
Island Hospital Trust Co., Providence. 


Another panel discussion — this on 
Trust Supervision — re-opened the Con- 
ference on Tuesday morning, with its 
leader James W. Allison, director of the 
Equitable Trust Co., Wilmington, and 
chairman of the Division’s Committee on 
Relations with Supervisory Authorities. 
He was assisted by J. Anton Conner, 
Review Section Chief of the FDIC: 
L. K. Elmore, Connecticut’s Bank Com- 
missioner; L. A. Jennings, Deputy 
Comptroller of the Currency; and Ro- 
bert C. Masters, Federal Reserve Ex- 


aminer. 


Gilbert T. Stephenson, retiring di- 
rector of trust research at The Gradu- 
ate School of Banking, urged the trust- 
men to intensify their efforts to inform 
the public about the trust business if 
they wish their service to be used as 
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TATES 


naturelly and generally as legal and 
medical services are. He urged taking 
a leaf from the book of British trust 
All cups which have stressed in- 


formgion rather than advice. 

; Investing Today 

In, ~pite of the present highly uncer- 
tain -onditions, trustees should not 


adopt a “do nothing” attitude or merely 
endeavor to protect principal through 
acquisition of high grade bonds, assev- 
erated Dr. Marcus Nadler, Professor of 
Finance at New York University. An 
effort should be made to safeguard in- 
come as well as principal from the de- 
cline in the purchasing power of the 
dollar. This can be achieved only 
through investment in equities but, Dr. 
Nadler 


limited to those generally considered 


declared, these should not be 
anti-inflation stocks. Securities of cor- 
porations which through the years have 
demonstrated sound management and 
dividend policies and a good earning 
record are still to be preferred to all 
others. After his customarily incisive 
analysis of the economic situation, Pro- 
fessor Nadler concluded that a conserva- 
tive policy and diversification between 
stocks and bonds would produce a fair 
degree of safety. increased income and 
some protection against decreased pur- 
chasing power. 


Smaller Departments 


On Tuesday afternoon, the conven- 
tion split into two Shop Talk Sessions. 


The small trust department can do 
the job of investing equally as well as 
the largest institutions if it will only 
set itself about doing it, John H. Evans, 
president of the McDowell National 
Bank, Sharon, Pa., told the Smaller 
Trust Department session. 


“If we are in trust business serious- 
ly.” Mr. Evans said, “there is no reason 
for any distinction to be made with re- 
gard to investment skills between large 
and small trust departments.” Mr. Evans 
then outlined the system of investment 
selection and review adopted by his 
bank with apparently successful results. 


The benefits which his institution has 
gained as a result of using the Trust 
Division’s formula for trust cost ac- 
counting were described by William G. 
Cleaver, vice president and trust officer 
of the First National Bank & Trust Co. 
of New Haven. In addition to listed 
economies effected as a result of dis- 
closures made by the study, Mr. Cleaver 
mentioned the opportunity for apply- 
ing a flexible fee schedule and the im- 
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proved relationships with the commer- 
cial department of the bank. 


In another brief address at this ses- 
sion, David T. Pyne, vice president and 
trust officer, First Bank and Trust Co., 
Utica, N. Y., recommended the use of 
nominee registration of securities held 
in trust accounts as a major siep in 
cutting costs in smaller departments. 
Elimination of free services and unne- 
time-consuming 
also urged. 


cessary, motions was 

Each of these three papers was fol- 
lowed by a question period, with Mr. 
Stephenson conducting a “free for all” 
interrogation at the close of the sitting. 


Pension Trusts 


The coniemporaneous Shop Talk Ses- 
sion was devoted to Pensions and Em- 
ployees’ Trusts. 

Trustmen were urged to take the 
lead in research to find the answers to 
the economic and social implications of 
private pension plans, by Laurence J. 
Ackerman, Dean of the School of Busi- 
ness Administration at the University 
of Connecticut. Dean Ackerman dis- 
cussed eight of the major impacts of 
the expanding scope of retirement plans, 
and suggested, among other things, that 
the people need to be educated for 
adjustment to retirement. 





STEPHENSON RETIRES 


The principal reasons for purchasing 
common stocks for pension funds, out- 
lined by Paul I. Wren, vice president of 
Old Colony Trust Co., Boston, are to 
provide better diversification among in- 
dustries, participate in “growth” com- 
panies, offset inevitable mistakes made 
in some investments, counteract the de- 
terioration of the dollar, and reduce the 
cost of the pensions to the employer by 
increasing the yield on the fund. These 
long term implications, Mr. Wren ob- 
served, are more significant than any 
attractiveness which current prices may 
offer, the fact being that his institution 
has for many years applied its tradi- 
tional common stock philosophy to pen- 
sion as well as personal trusts. The re- 
cent ratio of investment in equities has 
been approximately 30% in full discre- 
tion pension accounts. 

A panel discussion followed with 
leader Carlysle A. Bethel, senior vice 
president and senior trust officer of 
Wachovia Bank and Trust Co., Wins- 
ton-Salem, and chairman of the Com- 
mittee on Employees’ Trusts. Fellow 
panel members were Cecil P. Bronston, 
vice president of Continental Illinois Na- 
tional Bank and Trust Co., Chicago; 
G. Warfield Hobbs, III, vice president 
of City Bank Farmers Trust Co., New 
York; Richard B. Loomis, secretary 
and assistant vice president of Brooklyn 
Union Gas Co.; and Denis B. Maduro, 
New York attorney. 

Reduction in governmental expendi- 
tures by $10 billion offers real hope of 
solving our fiscal problems, according 
to Roswell Magill. of the New York law 
firm of Cravath, Swaine & Moore. The 
remaining $6.5 billion needed to balance 
the proposed budget, said the Columbia 
University Professor of Taxation and 
former Under Secretary of the Treasury, 
can be obtained by increasing excise 
taxes, raising the corporate rate to 50 
per cent and reducing the individual 
personal exemption from $600 to $500. 

(Continued on page 102) 





The retirement of Gilbert T. Stephenson (left) as director of trust research of The 
Graduate School of Banking and head of the School’s Trusts faculty was announced during 
the Mid-Winter Trust Conference by Dr. Harold Stonier, director of the G.S.B. and execu- 
tive manager of the American Bankers Association. As a token of appreciation for Mr. 
Stephenson’s many years of service to the trust field, he was presented with an engrossed 
testimonial by Dr. Stonier, acting in behalf of the Trust Division. The testimonial reads 


in part: 


“For the past two decades the name of one man has been synonomous with the trust 
business. That name is Gilbert T. Stephenson. In 1930 he served with distinction as Pres- 
ident of the Trust Division of the American Bankers Association. For fourteen years, as 
director of Trust Research of The Graduate School of Banking, his name and his writings 
have earned him international recognition in the trust field. Scarcely a phase of trust law 
or trust service failed to feel his pioneering influence. Upon this occasion, marking his 
retirement as Director of Trust Research of The Graduate School of Banking, the trust 


fraternity of America extends to him its grateful appreciation . . 


. Now, Dean Emeritus 


of the trust business in America, this testimonial is presented to Gilbert T. Stephenson in 
behalf of his trust colleagues, his students, and his host of good friends. For many years 
to come may it be a reminder to him of our deep affection and our grateful appreciation. 
Presented by the Trust Division, American Bankers Association, February 6, 1951. 
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TRUST BUSINESS GAINS 


HE first hundred banks and trust 

companies to report the activities of 
their trust departments for the year 1950 
show another substantial increase in the 
use of fiduciary services throughout the 
country, in both personal and corporate 
trust divisions. While only two reports 
indicate a reduction -in gross trust in- 
come, many cite 1950 as an all time 
high either in one division or in all 
divisions of the trust department. Com- 
ments run like this: “Largest volume 
since department was established,” 
“More new business than in any other 
comparable period,” “Especially notable 
was the increased number and value of 
living trusts,” “Highest gross earnings 
in our history,” “An increasing number 
are taking advantage of Estate Planning 
(30% increase over last year),” and 
“Both new business and earnings reach- 
ed new peaks.” 


In commenting on the causes of this 
growth, the reasons most frequently 
given were the increasing number of 
individuals aware of their need for fi- 
nancial assistance through investment 
accounts and living trusts as well as 
estate services; the spread of pension 
and profit sharing plans; the higher 
market; and the fruit of previous years’ 
efforts in getting the bank named in 
wills. One report in referring to its Ad- 
visory Custodian Service combining 
safe-keeping with periodic review, cited 
its special custodian service for attor- 
neys representing individual executors. 
Another mentioned the growing desire 
for Investment Supervisory Service, and 
a third stated it had “pioneered in de- 
veloping worth while trust business 
among groups once regarded as outside 
the scope of trust activities. Small estates 
now provide an important and expand- 
ing part of the department’s work.” 
Widespread among these reports were 
references to Estate Planning as a pro- 
gressively effective producer of new 
business. 

On the expense side inflation has ne- 
cessitated general salary increases, and 
taxes were so much higher that, as one 
president reported to his stockholders: 
“It is a striking fact that the Tax Col- 
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lector took $1.17 for each $1.00 of 
dividends received by you.” 
Effects of national mobilization are 


seen not only in the tax structure but 
also in the many banks that report mi- 
crofilming and placing of duplicate rec- 
ords in reasonably safe spots at a dis- 
tance from the bank itself. A few, some- 
times because of their location away 
from strategic centers, are enlarging 
their facilities for storing not only their 
own films, but those of other banks and 
businesses. This appears as a procedure 
of caution, not panic, as a number re- 
port that their investigations indicate 


their vaults are safe. even from an 
atomic explosion. 
Still another result of the interna- 


tional war conditions is the growing 
number of references to employees in 
service, varying at present approximate- 
ly from one to five per cent. Plans for 
work spread or replacement, and for 





Common stocks aron't es ‘ *. Sul moest gentiomes prefer ponds 


From Girard Trust Co. Annual Report 


assistance to those who will later return 
as veterans, are under consideration in 
many instances. Related also to person- 
nel is the widespread use of services 
such as pension funds, group insurance 
(life or health or both), and other spe- 
cial benefits. One bank reports success- 
ful use of an “Employees Advisory Com- 
mittee” which acts as a Junior Board of 
Directors. making recommendations for 
improvements in the bank’s work, many 
of which have been adopted. 


These first hundred reports show a 
growing interest in people, for most of 
them include a section on Public or 
Community Relations, and a number 
are presenting analyses of their stock- 


holder list arranged according to geo- 
graphical distribution, the type of hold- 
er (individual, institution, or trust). 
Some state total number of personal 
and corporate accounts. 


Finance Forums are described in six 
instances and always favorably. One 
comments: “600 women attended — the 
response has been most encouraging, 
and other Forums are planned for the 
future.” Another states: “More than 
500 attended each of 5 evening sessions,” 
and still another, “We have contacted 
1.800 
interested in trust service.” 


over selected men and women 


Those banks having Common Trust 
Funds, new or well established, without 
exception report growth and _satisfac- 
tion on this score. One reported a ten 
year increase in the number of partici- 
pating accounts from 89 to 2,179. Others 
stated that the number of accounts using 
their Common Trust Funds is constantly 
increasing, and that by _ establishing 
such Funds they have been able to re- 
duce the costs of handling individual 
accounts. 


It is unfortunate that of the 
best thinking and writing to be found 
in annual reports loses readers from 
lack of an attractive setting. Yet there 
has been vast improvement in the report 
format generally. The use of pictures 
and of color for type, or background, 


some 


is increasing. Many now have _ photo- 
graphs or line drawings within the re- 
port itself, and not simply on the cover. 
Experiments for the improvement of 
chart forms are many, and while there 
may be little virtue in being only dif- 
ferent, there is much to be gained in 
discovering better forms through experi- 
mentation. Outstanding for informative 
content, readability, and good public 
relations “attitude” were those of: 
American Security & Trust, Washing- 
ton; Bank of America, San Francisco; 
Fidelity-Philadelphia Trust; First Na- 
tional Bank & Trust of Tulsa; Girard 
Trust, Philadelphia; Irving Trust, New 
York; Manufacturers and_ Traders 
Trust, Buffalo; Republic National Bank 
of Dallas. 
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Trusteeship in War Economy 


RAYMOND H. TROTT 


President, Trust Division, American Bankers Association; 
President, Rhode Island Hospital Trust Company, Providence, Rhode Island 


S banks both in their loaning oper- 
om and in their fiduciary activi- 
ties are vitally concerned with our indus- 
trial and fiscal economy, it is fitting that 
we compare the present situation with 
that at the time of Pearl Harbor, a little 
over nine years ago. 

We are a bigger and more productive 
nalion than we were at the time 
of Pearl Harbor. Our population in- 
creased by about 19-million or 1414 per 
cent in the decade ending in 1950, and 
our labor force (now about 65.5 million) 


now 


has increased by about 8-million since 
1941. We now have not only all of the 
industrial plants built by or for the gov- 
ernment during World War II but also 
those that were constructed by private 
industry during an unprecedented period 
of expansion in the postwar period. 


However, our greatly enlarged pro- 
ductive capacity is more fully engaged 
in meeting the record demands of the 
civilian population than was the case 
when we entered World War II. There 
is very little slack to be taken up. When 
the second World War out in 
September 1939. we had 91% million 
unemployed: and the Federal Reserve 
Index of Industrial Production, based 
on 1935-39 average equaling 100, stood 
at 112. By December 1941, unemploy- 
ment had been reduced to about 3.8 
million. and the Federal Reserve Board 
Index was up to 176. Now we have less 
than 2 million unemployed (about 3 
per cent of the labor force as compared 


broke 


to 10 per cent nine years ago), and the 
F.R.B. Index is up to 215. These figures 
have hardly begun to reflect the huge 
military expenditures now envisaged. 


Financial Aspects 


Turning to financial the 
greatest contrast between now and 194] 
is that the U. S. Government debt is 
about $257 billion, a $200 billion in- 
crease reflected in an expansion of some 
$100 billion in the money supply and 
in an increase of some $88 billion in 


aspects, 


32nd Mid-Winter Trust 
1951. 


From address opening 
Conference, New York, Feb. 5, 
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total bank deposits. Yet our monetary 
gold stock, the basis of our whole credit 
system, is now almost exactly the same 
as it was in December 1941. However, 
it is being supplemented by about $22 
billion of Federal Reserve credit as 
compared to only $2 billion at the time 
of Pearl Harbor. The great expansion 
in money supply has outdistanced the 
increase in industrial production, and 
hence we have had inflation. The cost 
of living is now about 76 per cent above 
the 1935-39 average as compared to 10 
per cent above in December 1941. 


Can we carry the load of tremendous 
military expenditures at record high 
prices without destroying our economy? 
Greatly increased production is the basic 
necessity. Theoretically, it would seem 
possible for us to continue to have nearly 
all the things we have wanted during 
our recent period of unparalleled pros- 
perity and provide for our military re- 
quirements too. However, as a practical 
matter, it will be necessary to cut back 
production for civilian use to a moder- 
ate degree. 


To what extent we can control further 
inflation depends on how we manage our 
financial problems. It is of utmost im- 
portance to finance the government ex- 
penditures from current income to the 
greatest extent possible. Deficits of $10 
billion or so, would seem to be within 
manageable proportions in view of the 
present level of the national income, but 
we could hardly stand an additional 








Mr. Trott addressing the Conference 


aggregate deficit of some $200 billion 
such as occurred in the five years 1942- 
46; that is, without a severe reduction 
in the value of the dollar. 


What’s Ahead for Trustees? 


The problems confronting banks in 
their fiduciary activities will be similar 
to those arising out of the last war but 
possibly more involved and far reach- 
ing. 

Surely this is the time to give serious 
thought concerning what will happen 
if many of our highly skilled workers 
are forced or lured away to other fields. 
It is inevitable that a great many will 
be called to military service. The loyalty 
and skill of the staffs of most trust de- 
partments are very great, but too often 
these are taken for granted. Recognition 
must be given to valuable workers, and 
we should plan ahead for a real short- 
age. Longer hours of work, retaining 
over-age workers, or calling back those 
on pension may help to solve the prob- 
lem. Training existing personnel to per- 
form several tasks in addition to the 
assigned one will create greater flexi- 
bility in the organization. The contacts 
which a customer has should be broad- 
ened to include several employees. Em- 
ployees liable for military service should 
be encouraged to put in writing all perti- 
nent facts relating to matters in their 
charge. 

Use of temporary employees, such as 
wives of service personnel, will help. 
Additional mechanization or the replace- 
ment of worn-out and obsolete machine- 
ry will, as time goes on, become in- 
creasingly difficult. It will be wise to 
do as much as possible now. Still an- 
other possibility is rearranging the time 
of the work flow to minimize its peaks 
and valleys. 


It is a time to look to the working 
conditions of personnel so that the bank 
will have a reputation as a good place 
with which to be associated and thus 
attract new employees. 

On no part of our activity is the im- 
pact of the present situation more se- 
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Trust Department—Fresno Branch 


We take pride in our ability to provide 
staff, facilities, vaults, quarters and equip- 
ment capable of handling estate and 
trust affairs of any size. 
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NATIONAL BANK 


OF LOS ANGELES 


vere than on that of investment. The 
income of our beneficiaries in terms of 
purchasing power is falling. Purchase of 
equities for trust funds is becoming 
more general. Possibly a word of cau- 
tion here will not be out of place. While 
we should be fully aware of the impli- 
cations of inflation, we should never- 
theless be not unmindful of the conserva. 
tism that has made corporate fiduciary 
activities so successful over the years. — 

Our real estate should be fully pro- 
tected by war risk insurance, and such 
physical changes made as may be called 
for. Suitable precautions should be 
adopted for the protection of our em- 
ployees in the event of sudden emer- 
gency. Arrangements should be made 
for the proper duplication and_ safe 
storage of necessary records. 


New Opportunities for Service 


These unsettled times may mean an 
opportunity for the greater use of our 
services by those called to active parti- 
cipation in the war effort. We should 
call to their attention the many facili- 
ties that we offer. Our personnel should 
rise to positions of community leader- 
ship. Red Cross, community funds, char- 
ities. hospitals, civilian defense, and 
bond drives give a broad field in which 
trust department personnel can aid in 
the mobilization effort. 


The sponsorship of group meetings 
for the exchange of ideas will become 
increasingly important. Women’s finan- 
cial forums and group meetings with 
lawyers, life underwriters, brokers, and 
others all produce constructive results 
and should be encouraged. 


In the period of inevitable stress 
ahead, the closest possible contacts 
should be maintained between the trust 
department and the executive officers of 
the bank. More than ever is a close su- 
pervision by directors necessary. 


The trust department should cooper- 
ate to the fullest extent with those indus- 
trial concerns in which it owns securi- 
ties and be ready with advice and assist- 
ance when called upon. Methods should 
be undertaken to keep the beneficiaries 
of our trusts informed of the activities 
of those companies in which their trusts 
own securities, 


We hold property for others, and it is 
to them that we must direct our atten- 
tion. But in the final analysis, we must 
never lose sight of the fact that we de- 
rive our right to do business from the 


Head Office: Sixth & Spring Streets 
Los Angeles, California 
Telephone: MUtuval 0211 


public; and the public must place the 
stamp of success or failure upon our 
efforts. 


TRUST DEPARTMENT 
Largest Trust Business in the West 
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P bios for Cective 
Inflation Control 


JAMES E. SHELTON 


President, American Bankers Association; 


President, Security-First National Bank of Los Angeles 


E have heard a great deal about 

inflation in recent months and 
how to remedy it. One might almost 
think that it was something that never 
existed until the Korean war, and that 
the tightening of a few economic thumb- 
screws will eliminate it. If I were really 
ill and I called in a doctor, I would 
want him to find out what was the matter 
with me, what was causing the illness, 
and remove the cause. A little aspirin 
to lower the temperature and even a 
little sedative to induce sleep I might 
be glad to have on the side. But if I 
thought the doctor either didn’t know 
or wasn’t treating the cause of the ill- 
ness I would certainly demand a change 
of program. 


Our economists tell us that high prices 
are not inflation—that they are the evi- 
dence of it. Well, our dollar had lost 
morethan 40 per cent of its purchasing 
power before the Korean war, so all 
of our inflation didn’t come just since 
the Korean war and, therefore, it wasn’t 
brought about by an increase in bank 
loans since the Korean war. 


Inflation was brought about in this 
country as a matter of deliberate gov- 
ernment policy over a period of almost 
twenty years, with World War II thrown 
in for good measure. Almost twenty 
years ago during a period of severe de- 
pression, those in charge of our govern- 
ment apparently decided that the funda- 
mental law of supply and demand was 
too slow in functioning, and their eco- 
nomists wrote a prescription for a gov- 
ernment-made synthetic form of pros- 
perity—really inflation—based upon a 
government-supplied excess of purchas- 
ing power and a government-created 
short supply of commodities. 


Such a program obviously required 
lots of money. So the government em- 








Excerpts from address before 32nd Mid-Winter 
Trust Conference, New York, Feb. 5, 1951. 
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barked upon the policy of taking tax 
money from those who had something 
and piling up government indebtedness 
and spreading the money around in the 
form of doles, subsidies, parity pay- 
ments, price support programs, and 
other such devices, among people who 
would immediately spend it, on the theo- 
ry that this was the way to create “in- 
creased purchasing power.” On the other 
hand, to make goods and services scarce 
and therefore more expensive, the gov- 
ernment paid the farmer not to plant 
crops and to kill his little pigs, and 
then, both directly and _ indirectly, 
pressed for shorter hours and more pay 
for labor and thus increased the cost 
of production. 

This was man-made, artificially in- 
seminated inflation. It was bound to un- 
dermine the strength of our economy, 
and destroy individual incentive and un- 
usual reward for unusual effort upon 
which our whole success as a_ nation 
was built. In its early stages, inflation 
is as stimulating as alcoholic beverages; 
but after overindulgence, it is just as 
destructive. 


The inflation was, of course, greatly 
increased by World War II and the 
deficit government financing indulged 
in during the war. With production of 
civilian goods diverted to the war effort 
and with price and wage controls and 
rationing, tremendous and abnormal 
shortages in civilian goods developed. 
At the end of the war, the government 
was in a position to hold both controls 
steady until civilian goods production 
could get under way; and when the 
supply approximately equaled the de- 
mand, it could then turn loose a free 
economy again. If this had been done, 
the continuing round of price increases 
might have been avoided or minimized. 
But the leaders of organized labor did 
not want to wait for wage increases, and 
the government yielded to their politi- 


cal pressures. Although labor is the 
greatest element in the cost of most 
products, the government, with almost 
childish innocence, if it was innocence, 
announced that it would raise the wages 
of labor but still hold down the price 
of goods produced by labor. Right then 
the dam holding back the flood of post 
war inflation was deliberately breached 
by the government. the war. 
everything has been done to feed the 
fires of inflation. Price support pro- 
grams, extravagant government spend- 
ing, social welfare projects, all contribu- 
ted to the inflation but shone briefly 
with a misleading glow of artificial pros- 
perity. 

The government easy-money policy to 
aid in low-cost debt servicing has been 
a factor in permitting the growth of in- 
flation. A flexible rate which would at- 
tract the purchase of government debt 
outside of the banking system would 
have helped and would now help to 
minimize the forces of inflation. It is 
also quite obvious that if saving frac- 
tions of per cents in interest on the 
public debt materially contributes to 
inflation and higher prices of commodi- 
ties and services, then the government 
itself, which is by far the largest single 
purchaser of goods and services, may 
in fact be saving pennies and paying 
out dollars in higher prices. The same 
thought might well be considered by 
labor, which is a large consumer as well 
as a wage earner. 


Since 


Unsound Housing Credit 


Possibly the greatest single inflation- 
ary factor based upon private credit has 
been the tremendous housing boom de- 
vised and promoted by the Federal Gov- 
ernment. In this program, leaning on the 
political crutch of housing for veterans, 
terms of credit were established, backed 
by guaranties of the government, which 
were outrageously unsound in_ their 
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amount and terms. They will, in a large 
percentage of the cases, prove to have 
been a disservice to the veterans them- 
selves. It helped to boost the cost of both 
the labor and materials which went into 
the houses, and resulted in prices all out 
of line with sound values and predicated 
upon credit terms under government 
guarantees which no sound credit man 
would have thought of countenancing. 


Billions of dollars 
bonds were bought by federal agencies 
to provide mortgage lenders with added 
funds to feed the flames of this inflation- 
ary fire. Many banks refused to partici- 
pate in this program because of its un- 
soundness. Others went along for the 
ride and sold the mortgages to the Fed- 
eral National Mortgage Association. The 


of government 


overwhelming responsibility for this pro- 
gram and its effects upon the economy 
lies upon the government and its agen- 
cies and other lenders, and not upon 
the banks. 

field, there 
was also a rapid expansion of credit 
in which the banks participated, and 
stimulated by the 


In the consumer credit 


which was greatly 
housing boom. There again. however. 
many banks refused to go along on the 
terms which were basically unsound. 


Prevent Same Mistakes 


The same mistakes must not be re- 
peated. If we want to build for perma- 
nent stability, we must get down to 
fundamentals. Our problem is to divert 
the requisite manpower and _ productive 
effort into the military program with- 
out needlessly disrupting our essential 
domestic economy. It will call for sacri- 
fice; for readjustments. 

The most obvious and direct way to 
offset in part increased governmental 
expenditures for war purposes is to de- 
crease, by cutting to the bone, govern- 
ment non-military expenditures — not 
only by attempting to get more efficiency 
and less extravagance in government 
operations, and stopping cold the fur- 
ther expansion of so-called social wel- 
fare programs, Brannan plans, etc., but 
also at least deferring, if not abandon- 
ing. many proposed expenditures which 
many people might consider desirable 
in more normal times. In this category 
would come, among others, many sub- 
sidies, price support programs, public 
works, river and harbor improvements. 
public housing, socialized medicine, re- 
clamation projects, the buying of mort- 
gages—yes, and even the extension of 
veteran benefits to physically sound 
veterans. 


The hour is fast approaching when 
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the people of this country, shocked and 
grieved by the sacrifices of its young 
manhood, will rise almost en masse and 
demand that political expediency be 
put aside and that first things come 
first. Our representatives will act when 
enough of their constituents make their 
wants known. 


Tax on Purchasing Power 


The fact that the federal budget has 
been unbalanced for eighteen of the 
last twenty years is a major factor in 
the present situation. If we are to avoid 
the same great mistake again, then we 
must gauge our expenditures to what 
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setting 
the RIGHT 
perspective 


we can raise by taxes and pay for. If 
new deficit borrowing is required, it 
should be held down to the minimum 
and raised from non-bank investors, 
even if the interest rate has to be raised 
to accomplish it. 

High taxes in this period must be 
levied for two purposes: (1) to raise 
the necessary money, and (2) to reduce 
the purchasing power which exerts an 
added inflationary pressure. During the 
fiscal year of 1947, out of the total of 
$150,295,000,000 “adjusted gross in- 
come” in this country, $118,000,000,- 
000 was received by people in the in- 
come group of less than $6,000 per year. 





Serving as we do a large number of 
clients, it is imperative that we apply the right perspective 
to their investment objectives. This means following close- 
ly not only current market conditions but also the varying 
factors which may have a bearing on future markets. 

Through specializing in assisting both institutional and 
conservative individual investors in selecting those secu- 
rities which meet their needs, and in the further adminis- 
tration of their portfolios, we are especially fitted to render 


an unusually effective service in these unsettled times. 


Translating our perspective attitude into action has 


proved the value of this service to our many clients. We 


are certain that you, too, will appreciate this sensitive 


attitude toward creative investing. 


R. W. Pressprich & Co. 


48 Wall Street 
NEW YORK 5 


201 Devonshire Street 
BOSTON 10 


Members New York Stock Exchange 


GOVERNMENT, MUNICIPAL, RAILROAD, 
PUBLIC UTILITY AND INDUSTRIAL BONDS 
EQUIPMENT TRUST CERTIFICATES * INVESTMENT STOCKS 
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If the inflationary effect of the mobiliza- 
tion program is to be offset, the taxes 
to drain off the purchasing power must 
be levied upon those who receive the 
increased purchasing power. 


We cannot let politics stand before the 
needs of the country. High taxes on high 
incomes alone simply will not do the 
job and hold the line. The most whole- 
some thing for the welfare of our coun- 
try would be for the citizens of modest 
means to learn through taxation what 
the costs of their government really are. 


Most of the increase in bank com- 
mercial credit this last year has been 


since the commencement of the Korean 
war. We should be sure that our figures 
are realistic before we make them the 
basis of restrictive action. Many corpo- 
rations and individuals bought abnor- 
mally during the months following the 
start of the war. To the extent that they 
did future buying and used credit for 
that purpose, their future buying will 
level off and their loans will be reduced. 
A substantial part of the increase repre- 
sents the normal seasonal peak. In using 
comparative figures, with higher com- 
modity prices and higher labor costs, 
the amount of credit required to handle 
the same volume is materially higher. 





Serving more people 


more Ways 


than any other 


Philadelphia 


bank 


THE 
PENNSYLVANIA 
COMPANY 


PHILADELPHIA 


MEMBER FEDERAL RESERVE SYSTEM > 


36 


for Banking and Trusts 
Founded 1812 


FEDERAL DEPOSIT INSURANCE CORPORATION 


It is the purpose of the commercial 
bank loans rather than merely the size 
or volume of such loans which determ. 
ines their inflationary effect. Increased 
production of essential commodities js 
probably the most direct deflationary 
force in the economy. If loans are made 
for the purpose of financing essential 
production, then the increased produc. 
tion more than offsets the inflationary 
effect of the loan; and the whole trans. 
action taken together is actually defla- 
tionary. 

Your Association is now working with 
the Federal Reserve Board and insur. 
ance companies and investment bankers 
on a cooperative program for lenders 
to screen at the source inflationary loans, 
| regret the recent action of the Fed- 
eral Reserve Board in increasing mem- 
ber bank reserve requirements. It strikes 
at all member banks alike without any 
consideration of the credit policy or 
the loan volume of the individual banks 
involved or the needs of the communi- 
ties. Furthermore, it does not touch non- 
bank lenders. It is, in principle, a so- 
cialistic step which appropriates the 
normal earnings on billions of dollars 
by taking these earnings away from the 
banks and putting them ultimately in 
the coffers of the Treasury of the United 
States. 


Sound Business Principles 


We are the custodians of other 
people’s money and property. We cannot 
stand by and see these funds dissipated 
by inflation, devaluation, and deficit fi- 
nancing which reduce the purchasing 
power of the dollar and thereby confis- 
cate this accumulated capital. 


As citizens, we must see that sound 
fiscal policies are adopted by our gov- 
ernments, both local and national. As 
bankers, we will do our part in so con- 
ducting our business that we contribute 
the maximum amount to the national 
defense program and the domestic econ- 
omy by financing essential production 
and at the same time refrain from mak- 
ing loans for unproductive purposes. 


Inflation cannot be prevented merely 
by the imposition of government credit 
and other controls. The job can be done 
only if all elements of our economy— 
the government, labor, business, and 
the population at large—live by sound 
business principles. 

Productivity of the individual is the 
key to our high standard of living. We 
must not allow the present emergency 
to become the occasion for losing our 
American heritage of a free political and 
economic life. 





TRUSTS AND ESTATES 


> seme 


_ 


FE! 


ncy 
our 
and 


\TES 


























































| 


| 


" 
ia ‘ 
Baaaae 


uuu 





ae 
E 


Soe OL Ss Ore: 


Se eper 
(Sc 
es 


Dealers 
in M mucipal 
Bonds 


v3) 


~ ; 4 isis 1 (mare 
< . . = tay et = sam ‘1 ! is :2 
Bo a eo eer nO; : es 
‘, 


bp GleTang ae i 
Ney ~ : Cae ry 
» Ate = re 





ve) 


The Chase offers trust officers and others acting in 
fiduciary capacities a well rounded service in this 
type of investment. Inquiries will receive the per- 


sonal attention of experienced officers. 


Bond Department 


THE CHASE NATIONAL BANK 
OF THE CITY OF NEW YORK 


Member Federal Deposit Insurance Corporation 
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HIRST-OF-JANUARY WORK SHEET 
For Your Srust Department 


LAURENCE THARP 


Vice President, The Anglo California National Bank of San Francisco, Calif. 


PROPOSE a one year recurring plan 

for every trust department. The view 
should be at least a year in length in 
order to separate the forest from the 
trees. | propose that each January lst 
you completely comb through your de- 
partment to give it a new sense of efh- 
ciency, setup and spirit. It is proposed 
that your department be reappraised 
through the medium, among others, of 
an easily checked work sheet or chart 
which will refresh your mind as to many 
of the factors going into the structure 
of every successful trust department. 


Factor I: Profits 


Generally, we can no longer afford the 
non-pay loss leader type of accounts. 
Preliminary observations would include 
consideration as to what types of trust 
accounts are trending upward, what 
types are trending downward and what 
are the trends groupwise up or down 
by large and small accounts. A trend 
of large accounts upward is a particu- 
larly healthy sign, unless your trust 
department is of a type seeking mass 
volume at all costs. 


In considering your year’s profits, the 
status of the volume situation is im- 
portant. Regardless of current profit or 
loss, if you have present volume, it can 
be manipulated usually to produce a 
satisfactory profit in the future. A fine 
example of the constructive treatment 
of volume was revealed in last year’s 
address by the President of the Old 
Colony Trust Co. of Boston.* 


The nature of your profits should be 
scrutinized closely. What per cent are 
of a non-recurring variety? Many a 
so-called non-recurring profit can be 
made, in effect, to repeat, if earnest 
thought and ingenuity are given to it. 
Example—recently there has been a 
large number of stock dividends. After 
considerable effort we succeeded lately 





From address at 32nd Mid-Winter Trust Confer- 
ence, New York, Feb. 5, 1951. 


*See Feb. 1950 Trusts and Estates 84. 
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in more than one case in joining others 
to persuade a corporation to declare a 
stock dividend where its decision in this 
regard had previously hung in the bal- 
ance, 


Uptrends due to normal growth 
should be considered distinct from up- 
trends due to special promotion, or spe- 
cial financial conditions which current- 
ly exist. Special promotion should have 
its share of distinctly traceable uptrends, 
otherwise, the situation would seem to 
indicate that the promotion had not 
been justified. Also, uptrends due to 
special current financial conditions 
should be separately considered, consti- 
tuting a type of business which at any 
given time should be the easiest of all 
to stimulate. Example—a _ few 
back, the large number of agency ac- 
counts was directly traceable to the then 
current fashion for husbands and wives 
to divide their community property into 
separate estates. 


years 


Many cost factors beside the ones 
usually considered are susceptible to 
control. How many minor executives 
know how to give a warm greeting, at- 
tend to the customer’s wants and then 
with full control of the situation, gently 
speed him on his way? A little train- 
ing in these matters will free many time 
wasting leaks. And the customer who 
comes in too often is another profit ab- 
sorbing sponge. Quite often switching 
the account executive is helpful. 


Subscriptions and membership lists 
should always be carefully gone over 
with an eye to weeding out a possible 
five or ten per cent. How necessary is 
the service to the department as a whole 
—what percentage of duplication exists 
—how frequently is a reference made? 
Scheduled court appearances will also 
save much time. And the legal profes- 
sion will often take a sort of pride in 
knowing that your bank prefers all 
trustee and guardianship hearings to 
be heard, for instance, on Tuesdays. 


Concerning fees, merely increasing 
the schedules is the road to an immedi- 
ate potential bookkeeping profit. But the 
increases should have a firm base from 
which to start. A good rule is to check 
your competitors’ fee and 
those in other areas. Consider whether 
certain of the obscure statute 
controlled fees have been changed. Al- 


schedules 
or not 


ways consider the possibility of paring 
some of your free services. One possible 
tactic is a little emphasis on the income 
tax expense deduction privilege of the 
fee which you are about to charge. 
The escalator viewpoint is a good 
habit. Formulate 
hand tailored 
mect the work load which the account 
in the future. The 
day of the rule of thumb guess on fees 


your schedules in a 


manner to accurately 
may or must carry 


is gone forever. Certain institutions en- 
deavor to avoid quoting fees to an in- 
termediary such as a pension consult- 
ant, a lawyer. an insurance broker or 
underwriter, without knowing the pros- 
pect’s identity. In quoting fees to in- 
termediaries, one may be merely step- 
ping into an informal trading situation 
which is frequently manipulated by the 
intermediary to the advantage of his 
own favorite bank. 


If. Administration and Operation 


Each trust department should be ana- 
lyzed to see that above all things it is 
elastic, could take care of its present 
volume of business under adverse con- 
ditions and can maintain a flexible atti- 
tude toward new business as the future 
may dictate. Breadth of personnel abili- 
ty will also be of untold value. 

Personnel is always a wide field for 
possible improvement. The natural ten- 
dency of employee job interest to change 
from year to year should always be 
considered. Job switches. but not ne- 
cessarily promotions, are often indicated. 
A well run trust department should have 
almost every employee meet the public 
as a potential salesman. Besides sales 
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stimulus your entire department should 
frequently be whetted on the informa- 
tive side. Periodically send legal clip- 
pings, association memos, articles, etc. 
even to those not directly concerned. 
The latter will accept them as a compli- 
ment. 


Your working quarters can well ac- 
cept some thought. Are rearrangements 
indicated? Rerouting of your work flow 
lines, customer passage and facilities, or 
interdepartmental deliveries may each 
result in new efficiency. And do not 
overlook the fundamental need for con- 
tinuous personnel exposure to the pub- 
lic. Are you too isolated to be able to 
greet your share of customers daily? 


Concerning accounting, the executive 
should be sure that it is not unneces- 
sarily formal, from a sales point of 
view. In other words, do your accounts 
please your average customer and his 
lawyer? Cost analysis may be strongly 
indicated here and there and can have 
some unusual aspects. Example—a cer- 
tain trust department now sets its ordi- 
nary fees as testamentary trustee pri- 
marily by the mere length of the type- 
written pages of the account which it 
files in court. It found by numerous 
tests that such a 
manner, taken year by year, accurately 
reflect the compensation to which it was 
entitled. The savings in time and effort 
are manifest. Concerning wage freezes, 
assumption is made that you have set 
up a formal wage administration and 
incentive plan in order to be able to 


fees calculated in 


periodically adjust salaries. 


Your forms should always be gone 
over and possibly new ones devised. To 
maintain an easy leverage of control and 
enjoy the necessary freedom of time. 
you should be sure that you are dele- 
gating enough duties to your subordi- 
nates. The mantel of superficial burdens 
and habits which always accumulate 
during the year must be cast aside for 
more important duties. Unnecessary 
record accumulation is also an admini- 
strative evil that needs periodic treat- 
ment. Another thought to be consid- 
ered is the harmony of your department 
as a whole. Have any cliques or group 
dissatisfactions come into being during 
the year? If so, they should be exorcised. 


III. New Business 


You should endeavor to make a frank 
appraisal of your own sales results for 
the year. Why not set aside a definite 
number of hours per week to make out- 
side calls regardless of convenience, in- 
clination or the weather. In the mean- 
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time reformulate your prospect list, 
so that you will have some measure of 
efhciency and purpose in your visits. 
Consider whether or not your trust de- 
partment has shown to advantage in the 
community news and limelight. This 
is often helped by appropriate news- 
paper publicity. Train every adroit 
member of your staff to have a good 
news sense so that you will have fre- 
quently a good human interest item to 
release to the press. 


The program of your outside trust 
representatives needs thorough reap- 
praisal at regular intervals. A review 
should be made of their public relations 
activities to determine whether or not 
they are making a creditable showing 
in the matter of talks before clubs, chari- 
table duties, community efforts, etc. An- 
other subject would be the matter of the 
atlention which they are giving toward 
the cultivation of the bar. This continu- 
ous effort is needed to counteract the 
many unfavorable aspects which we are 
supposed to present to the legal profes- 
sion and which are often so loosely 
talked about. A well defined group of 
prominent lawyers within which a trust 
representative can move with mutual 
friendship and confidence is possibly 


one of the finest sources of business 
available. 
Old customers’ new accounts are a 


definite type of business towards which 
profitable scrutiny can often be given. 
They carry the cheapest acquisition cost 
of any type of trust business. Inquiries 
should be made periodically concerning 
his friends, relatives, business 
ates, etc. with eye for new business. 


associ- 


New med.ums loom large in many 
first-of-the-year reviews. How about 
again considering the customer forum 
idea? Many banks find them an excel- 
lent productive effort. To what new 
clubs do officers and employees now 
belong—what new branches have been 
acquired— what new group opportuni- 


“Well! If you're going to take an 
adding machine's word against mine---!” 
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ties have come into existence such as 
unions, lodges or large corporation ac- 
counts? Reconsideration should also 
be given to your pamphlets, and monthly 
publications, if any. Folders or pamph- 
lets on a subject of highly topical in- 
terest seem to be one of the most effec- 
tive items to send to the bar or laymen 
prospects. Material of strong current 
interest which also bears undoubted 
earmarks of special tailoring to your 
own bank and area will probably prove 
of greater customer acceptance. 


Seemingly a mere detail but well 
worthy of some thought are signs and 
placards. Every new one will arrest at- 
tention for a short while by reason of 
its mere novelty. The seemingly most 
simple alteration in wording will often 
produce pleasing results. Example—the 
mere addition of the trite expression 
“no obligation” to a certain type of 
trust placard in our branches provoked 
a surprising number of new inquiries 
for quite a period of time. 


Thought should be given to coming 
emphasis for the entire year. Possibly 
the first consideration should be an 
analysis of what are your bank’s natural 
and unique advantages, stemming pos- 
sibly from prominent corporate affilia- 
tions, or, director—oflicer acquaintance- 
ship and influence. Always carefully 
analyze any current financial fashion 
which may have manifested itself by 
newly appearing trends. Public interest 
has already been spontaneously aroused 
for you in this type of situation. You 
might consider having your advertising 
all slanted towards a certain angle, such 
as emphasizing the friendliness of your 
institution, or its promptness in render- 
ing trust services, etc. 


IV. Integration 


Considering the bank as a whole, the 
outstanding fact is that the trust depart- 
ment must always keep the initiative. 
Sending topical letters, samples of your 
new pamphlets, etc. to all appropriate 
bank personalities, at regular intervals, 
will constitute a good barrage to let 
them know at least that the trust de- 
partment is still alive. In addition, keep- 
ing a due regard for the proprieties, see 
that the influential officers and directors 
periodically hear of some of the large 
or otherwise prominent new accounts 
which you have acquired. 


Concerning the directors it is unfor- 
tunately true that quite a few of them 
only recognize profits. One of the first, 
simplest and most tangible points of 
contact is by means of their own wills. 
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Out of a sense of loyalty, every director 
should name the bank in some capacity 
or other. Trust departments in certain 
of the Western states have received re- 
cently splendid indirect cooperation in 
this regard in that some of the exam- 
iners have made direct inquiry as to 
the number of directors who have ap- 
pointed their own trust department in 
some fiduciary capacity. Such inquiries 
naturally bring home to the directors 
the available trust relationship in a 
forceful way. A true liaison director, one 
who capably, actively and constantly 
keeps the trust department in mind, can 
be your best salesman. 


Committees, bank officers and em- 
ployees are each potential trust depart- 
ment salesmen of the highest order and 
are worthy of special effort to obtain 
their cooperation. Rotation of trust de- 
partment committee members, where it 
can be followed without provoking jeal- 
ousies, spreads the trust idea in a very 
effective manner. Even bank officers of 
fairly distant relationship, such as 
branch managers, often make good com- 
mitteemen for a time. A few bank ac- 
counts for the credit of the man whose 
cooperation you seek will often have 
later on surprisingly satisfactory recipro- 
cal results. And no bank employee how- 
ever minor should be ignored complete- 
ly. Each has his own few fine prospects. 


Periodic visits to your branches from 
the heads of the trust department will 
induce interest, keep you in mind and 
help to negative any orphan complex 
which a branch manager might have. 
Concerning regular visits by your trust 
representatives, it is usually a good idea 
to have them originally scheduled and 
thereafter reset under the advice and 
agreement of the particular branch man- 
ager involved. 


It is well to give a bit of searching 
analysis to the matter of integration 
within the trust department itself. Fre- 
quently expose the personnel to each 
other. Temporary rotation of jobs will 
often renew lagging interest and induce 
respect of others’ efforts. Outside men 
should occasionally be given administra- 
tive work to perform to let them thor- 
oughly appreciate the care, finesse and 
efficiency of trust department services. 
Also, inside men can profitably be sent 
outside in an endeavor to bring in a 
particular piece of new trust business. 
In addition, such usual factors as sug- 
gestion boxes, bulletin boards, depart- 
ment meetings, etc. should not be over- 
looked in the year-end reappraisal of 
your department’s integration. 


Management Engineering 


The so-called industrial or manage. 
ment engineer has become of increasing 
importance in recent years. The logic of 
analysis from the outside is sound, and 
a trust department, technical and non. 
industrial though it is, can be made a 
profitable subject of this type of analy. 
tical thought. 


Your source of this kind of analytical 
opinion need not necessarily come from 
the employment of outside technical 
help. The viewpoint applied is impor- 
tant. You should be the first source of 
this type of analysis, and your directors 
and officers also should each give their 
share of help in this regard. Intimate 
customers or outside business associates 
can also be made the source of objec- 
tive thought of this type. The hired en- 
gineer will be only for the special job, 

Among appropriate subjects of analy. 
sis would be office procedure, measured 


work assignments for repetitive opera- , 


tions, organizational problems, equip- 
ment utilization, basic growth prospects 
and document flow lines. 

Typical methods of analysis are var- 
ied. As to for instance, you 
should consider—-why do you make this 
record ?—-who it?—-does the use 
justify the cost?—is the record in the 
most useable form ?— it it actually need- 
ed now? As to measured work assign- 


records 


uses 


ments you will have to define the unit 
to be measured, in order to be able to 
properly allocate the volume of work 
passing through the department. In con- 
sidering organizational problems your 
thoughts will probably lead directly to 
the question of responsibility. This im- 
plies a clear definition of employee and 
job relationship to eliminate confusion, 
speed and the flow of work, and facili- 
tate the rendering of snap decisions on 
important points, etc. 


As to operating enterprises which are 
under trust control the hiring of an out- 
side engineer is often clearly indicated 
to give the trustee the quick “look - see” 
which may be so vitally necessary. A 
competent engineer can render a report 
which will immediately give a compre- 
hension of the problems of the company 
controlled. It will enable you to formu- 
late changes in policy or operation ne- 
cessary to put it upon a sound basis. Such 
a report will also give you peace of 
mind and greatly improve your position 
against any future surcharge suit based 
upon an allegation of poor trustee man- 
agement. 

(Chart accompanying this paper is on 
next page.) 
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FIRST-OF-JANUARY WORK SHEET FOR A TRUST DEPARTMENT 


Observe 

a) types trending up 

b) types trending 
down 

c) trends up or down 
by large or small 
accounts 

d) volume trends up 

e) volume trends 


down (up grade 


low grade profits) | 


Personnel 

a) overtime (elastic 
factor) 

b) interest in job 
(switches  indi- 

cated) 


c) is staff sales 


minded (continue 
stimulus) 

d) employee informa- 
tion program 


(memos, articles) 


PROFITS 


Nature 

a) per cent “non recur- 
ring” profits (some 
can be made repeat- 
ers) 

b) up trends due to 
normal growth 

c) up trends due to 
special promotion 

\d) up trends due to 

current conditions 





Controllable Costs 
a) careless use of time 


(train personnel 
habits) 

|b) customer visits too 
frequent 


c) subscription and 

| to cancel 5-10%) 

d) scheduled court ap- 
pearances 





membership list (aim | 


Increasing Fees 
a) check competitors 


b) check other areas 


c) statute controlled fee 
status 

d) pare free services 
(customer often 
agrees) 

'e) escalator schedules 

f) negotiate only with 





customers 


ADMINISTRATION — OPERATION 


| Working Quarters 
ja) changes indicated 
(reroute 


} nel) 

|b) new personalities 

| ready for exposure 

| (meet more people) 
c) are you too isolated 

(constant availabil- 

ity advisable) 

|\d) physical 

| ments 


- rearrange | 
customers & person- | 


improve: | 


Accounting 

a) have accounts & 
statements the _ ne- 
cessary sales 

(customer must be 

satisfied ) 

cost analysis 

indicated 


| b) 
(strongly 
at times) 

c) formal salary & in- 

| centive plan (to thaw 


— 


wage freeze) 





tinge | 


| Miscellaneous 


|a) are forms modern 

(fixed idea rampant 

here) 

|b) do you delegate suf- 
ficient duties (to 

| gain free time) 

'c) do records accumu- 
late (eradicate the 

| squirrel complex) 

|d) are any cliques or 

gripes forming 





Year’s Results 


a) basic causes good 


or bad (for com- 
ing strategy) 

b) your own year’s | 
sales results 

c) your own outside 
calls (set aside X | 
hours) 

d) has T. D. shared 
the limelight (ex- 
ploit your news 
value) | 


Bank As a Whole 


a) you must keep in- 


itiative (a T.D. is | 


easily forgotten) 

b) stimulus forms 
(topical letters — 
new pamphlets) 

c) publicize large ac- 
count acquisitions 
(will gain new re- 
spect, etc.) 


NEW BUSINESS 


| Trust Representatives 


a) reroute areas & calls 
(men go stale) 


|b) public relation activ- | 


ities (speeches, char- 
ities, service clubs) 
c) friendship with bar 
(needs constant cul- 
tivation) 
d) don’t forget old cus- 
tomer new accounts 





| New Mediums 

a) customer forums 

| b) new bank affiliations 
(clubs, branches, 
group opportunities) 


” 
| cations (topical or 


own issue especially | ¢ 


good) 
| d) 
| gone 


over (definite 


(cheapest acquisition| slogans for definite 
cost) times) 
INTEGRATION 
Directors Committees - Officers 
|a) extent of recognition; a) rotation of trust 
enjoyed by T. D.| committee members 
(generally recognize | (spreads the trust 
| only profits) idea) 
|b) directors’ wills (ex-|b) specific bank officer 
cellent tie-in) cooperation (a few 
'c) how many liaison accounts will work 
directors (can be wonders) 
your best salesmen) | c) minor employee con- 
d) loan committee tact opportunities 
(treat like directors) (each has a few fine 
prospects) 





pamphlets & publi- | 


placards & signs| 


Coming Emphasis 

a) follow your natural 
advantages (in what 
line does bank excel) 

b) follow current finan- 

cial fashion (selling 

is easier) 

possibly slant your 

advertising (especi- 

ally newspapers and 

periodicals) 

reduce plan to writ- 

ing 


~ 





| d) 


Branches 

a) visits by head trust 
officers (to cancel 
orphan complex) 

b) regular contacts by 
representatives (br. 
manager should set 
time and extent) 

c) weak branch diagno- 
sis (no pat answer) 

d) integration of T. D. 
(for esprit de corps) 





Sources of Analysis 

a) yourself (primari- 
ly) 

b) directors-officers 

c) customers 

d) outside associates 

e) lawyers 

f)a hired engineer 
(now and then) 
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MANAGEMENT ENGINEERING 





Appropriate Subjects 

a) office procedure 

b) measured work as- 
signments 

c) organizational prob- 
lems 

d) equipment utilization 

e) growth prospects 

f) document flow lines 


Typical Methods 


a) records (why-who- 
cost-use) 

b) work assignment 
(define unit) 

c) organizational prob- 
lems 

d) equipment use 

e) growth prospects 


Operated Enterprise 

a) to gain full compre- 
hension of problem 

b) to gain assurance of 
good management 

c) to recognize correc- 
tive measures 

d) to avoid surcharge 
(build good record) 





REPLACEMENT 
RESERVES 


Management should 
know the excess of re- 
placement cost over 
original cost of its plant 
facilities — a realistic 
approach to measuring 
“earnings after provision 
for replacements”. 


The AMERICAN 


APPRAISAL 
Company 
Over Fifty Years of Service 
OFFICES IN PRINCIPAL CITIES 


PARKE-BERNET 
GALLERIES, Inc 


980 MADISON AVENUE 
NEW YORK 21 


SPECIALISTS IN THE 
LIQUIDATION OF ART 
LITERARY AND OTHER 
PERSONAL PROPERTY 

AT PUBLIC AUCTION 


Unsurpassed facilities 
a competent, knowledgeable staff 
versed in every phase of 
public auction selling 
a reputation for fair dealing 
and a following of important 
and wealthy collectors 
throughout the country have 
established PARKE-BERNET 
as the leading firm of its kind 
in the United States 


Inquiries Invited 


HIRAM H. PARKE, President 


ARTHUR SWANN, LESLIE A. HYAM 
LOUIS J. MARION, Vice-Presidents 


MAX BARTHOLET, Secy. & Treas. 





Protecting Trust Income and Principal under 


_ EmergencylnvestmentPolicy 


DR. MARCUS NADLER 


Professor of Finance, New York University, New York City 


T is not difficult to preserve principal 

through investment exclusively in 
high grade obligations. But such a policy 
in a period of inflation, when the pur- 
chasing power of the dollar is decreas- 
ing rather rapidly, is not to the interest 
of the beneficiary or the remainderman. 
In these trying times, the trust officer 
endeavors, to an increasing extent, to 
protect principal as well as income 
against the ravages of inflation and io 
maintain, at least to some degree, the 
purchasing power of his clients. The 
protection of principal and income 
against inflation can be achieved only 
through investment in equities 

Today, a policy of basing one’s de- 
cisions on known factors only is par- 
ticularly hazardous. But even the pres- 
ent highly uncertain conditions make 
possible a policy which will offer at 
least some degree of protection to the 
beneficiary and remainderman against 
the constant decline in the purchasing 
power of the dollar. 


Exaggerated Fear of Inflation 


In the first place, despite the great 
inflationary pressures in the economy 
and the fact that certain groups refuse 
to carry a fair share of the increased 
burden of armaments and the ensuing 
decline in the standard of living, there 
is no reason to run away from the dollar 
and to abandon entirely the policy of 
investing in high grade bonds. Unless 
a global war develops—in which case 
no one can even imagine what the con- 
sequences will be— commodity prices 
should not increase materially from the 
present level. This conclusion is based 
on the following reasoning: 

a) The productive capacity of the coun- 
try is great and will be increased consid- 
erably during 1951 and the following years. 
Under present indications, it is not likely 
that more than 25 per cent of the total 
national product will be devoted to the 


rearmament program. The supply of goods 
and services available for civilian con- 


From address before 32nd Mid-Winter Trust 
Conference, New York, Feb. 6, 1951. 
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sumption is therefore bound to be larger 
than during any previous period with the 
exception of 1948 to 1950. 


b) The tax burden is already heavy, and 
additional taxes will be imposed. This will 
siphon off a portion of the excess purchas- 
ing power generated by the rearmament 
program. The stiffer the taxes on the en- 
tire population, the less the danger of in- 
flation. 


c) Many people whose income is more 
or less fixed and is not tied to changes in 
the cost of living or to parity supports by 
the Federal Government will witness a 
greater decline in their standard of living 
than that of the country as a whole. The 
decreased purchasing power of these groups 
will soon be felt in the markets. 


d) Restrictions on the use of bank 
credit have already been imposed, and 
others will undoubtedly come in the not- 
distant future. There seems to be a firm 
determination on the part of the mone- 
tary authoriteis to prevent a further ma- 
terial increase in the volume of bank 
credit. Without an expansion of the means 
of payment, the process of inflation can- 
not go very far. There no longer exists 
the fetish about pegging short term in- 
terest rates that existed during World 
War II. 


e) It will not be easy to enforce con- 
trols over production, distribution, prices 
and wages in a semi-war economy. Yet 
every thinking man fully realizes that 
unless spending is curbed the spiral of 
prices and wages can bring untold harm 
to the economy and to the people of the 
United States. 

One may therefore conclude that 
while the rearmament program will 
generate pronounced inflationary forces, 
the decline in the purchasing power of 
the dollar in 1951 will not be as sharp 
as during 1950. Under these circum- 
stances, the trust officer is still warranted 
in holding on to good bonds and ac- 
quiring new ones. Under present condi- 
tions, it might be advisable to increase 
the proportion of equities as compared 
with bonds; but a substantial percentage 
of bonds, whether it be 40 or 60 per 


cent, should always be maintained. 


Investing in Equities 


In considering the problem of invest- 


ing a larger portion of the corpus in 
equities than formerly, the following 
points must be borne in mind: Equities 
are far from a perfect hedge, especially 
over the short run. Thus, despite rising 
prices of commodities, equities declined 
in prices during 1947 and 1948. The 
problem that confronts the trust officer 
at the present time is whether he should 
endeavor to protect principal or income 
against the increase in the cost of living. 

lt is easier and much safer to pro- 
tect income than principal. Under exist- 
ing conditions, and even taking into ac- 
the that will 
continue to take place, the return on 


count increase In taxes 


sound equities will be substantially 


higher than on high grade bonds. To 


protect or increase income, however, 
the trust officer may invest in securities 
which not usually 


hedges against inflation; utilities, for ex- 


are regarded as 
ample. primarily because their rate of 
return is limited by regulatory boards. 
In spite of increased taxes, however, the 
income from good utility stocks may 
remain at their present level, thus offer- 
ing the holder a fairly satisfactory re- 
turn. Similarly, railroad securities are 
not regarded as anti-inflation equities. 
However, because of their large capital- 
ization, they are not adversely affected 
by the excess profits tax, while the re- 
program will undoubtedly 
lead to an increase in carloadings, and 
hence earnings. 


armament 


An entirely different problem arises 
in endeavoring to hedge against loss of 
principal. This aim involves an expecta- 
tion that the price of the equity will 
show an increase at least commensurate 
with the decline in the purchasing power 
of the dollar. Protection of principal is 
fraught with many dangers, particularly 
at a time when economic visibility is 
very low and psychological factors play 
perhaps a more important role in the 
securities markets than basic economic 
forces. 


Among the favorable factors currently 
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operating in the equity market are the 
following. Because of the rather sub- 
stantial differential in the return be- 
tween bonds and stocks, which is likely 
to continue, many individuals are shift- 
ing to stocks. The same principle is 
being followed by many trust companies 
and some pension funds. It is evident 
that the fear of inflation is widespread, 
and that many people firmly believe that 
equities are a hedge against inflation. 
These factors may continue for the in- 
definite future. 


As against these considerations, the 
following factors must be taken into ac- 
count by trust companies, which oper- 
ate under the rule of the prudent man: 


1) A further increase of corporation 
taxes will be imposed during the coming 
year. 

2) Costs of production are likely to rise. 
At the same time, commodity prices have 
been frozen, which will further narrow 
profit margins. 

3) The rearmament program will cause 
considerable dislocations in a number of 
industries and tend to reduce their earn- 
ings. All in all, it is fairly certain that 
net profits after taxes of corporations in 
1951 will be than in 1950. The 
exceptions will merely prove the rule. In 
the long run, net profits and not book 
value are the determining factor in the 
movement of prices of equities. 


smaller 


Suggested Policies 


It is unwise to invest exclusively in 
equities considered by the general pub- 
lic as inflation hedges. As a rule, such 
equities represent ownership of raw ma- 
terials above or below the ground. In 
buying these equities, the investor be- 
lieves he is actually buying commodities, 
usually at a substantial discount. Such 
equities, however, particularly under the 
present highly uncertain political and 
economic conditions, can be rather vul- 
nerable. The international political  sit- 
take a turn for the better. 
The fear of inflation may subside; and 


uation may 
since prices of anti-inflation stocks have 
increased considerably, they could wit- 
ness a sharp decline should the world 
political picture improve and the fear 
of war be removed. 


On the other hand, should the situa- 
tion become more serious. most of these 
companies will find themselves working 
primarily for the government. Profits 
on government contracts are small and 
also subject to renegotiation. It is not 
reasonable to assume that in the event of 
serious inflation, which would drastically 
reduce the value of the people’s savings, 
Congress would sit idly by and let one 
group benefit at the expense of the 
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others. In all likelihood, legislation 
would be passed which might deprive 
the owners of equities of a large part 
of their gains. But the fact that anti- 
inflation equities, which are based pri- 
marily on the production of basic raw 
materials, are politically vulnerable in 
periods of crisis, does not imply that 
trust companies should not buy them. 
Some are excellent investments, irrespec- 
tive of their anti-inflation 
stocks. Too much concentration in one 
individual group of equities is, however, 
not desirable. 


merits as 


Reasonable judgment dictates that 
under the present highly uncertain eco- 
nomic and political conditions the trust 
company should invest in equities of 
sound corporations which have demon- 
strated good earning and dividend rec- 
ords, which produce commodities need- 
ed in peacetime and in a war as well as 
a semi-war economy. and which are 
ably managed. While some of these com- 
panies are not regarded as anti-inflation 
hedges. in the long run they may do as 
well as, if not better than. equities whose 
high price today is based primarily on 
their anti-inflation qualities. Diversifica- 
tion of risk, which means diversification 
of securities, is a sound policy to follow 
in highly abnormal as well as in normal 


times. 


The question of timing, always im- 
portant, is probably the most difficult 
factor in considering trust investments. 
Experience has proven that the equity 
market usually moves in a fairly uni- 
form manner, the rise and decline of 
equity prices affecting almost all issues. 
Many large investors, including trust 
companies, have evolved formulas under 
which the buying and selling of bonds 
and stocks have been coordinated. Such 
formulas, particularly if backed up by 
judgment and knowledge and not fol- 
lowed mechanically, probably offer as 
good a tool as any in judging when to 
buy or when to sell. 


The best protection against inflation 
is to prevent it. The spiral of prices 
and wages can be brought to a halt if 
the people of the country want to do so. 
Inflation is the most inequitable tax 
imaginable. All fiduciaries must take 
the lead in the fight against inflation. 
The imposition of a sound taxation sys- 
tem which will not only raise revenue 
but also siphon off excess purchasing 
power; strict economies by the govern- 
ment; the elimination of waste by gov- 
ernment, and_ individuals; 
and exercise of restraint by all economic 
groups can bring the spiral of inflation 
to a halt. 


businesses, 


We specialize in and offer our facilities 


for the purchase and sale of 


BANK STOCKS 


Our year-end comparative analysis of a group of the 
country’s leading banks is now available. A copy will be 
sent to you upon request. 


Blyth & Co., Inc. 
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San Jose - 
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PitrsBuRGH + CLEVELAND «+ INDIANAPOLIS 
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TELL PUBLIC ABOUT TRUST SERVICE 


GILBERT T. STEPHENSON 


Retiring Director, Trust Research Department, The Graduate School of Banking 


F people knew as much about trust 

business as they should, they would 
turn as naturally to trust institutions for 
trust service as they do to banks for 
banking service, to lawyers for legal 
service, or to physicians for medical 
help. That they do not is revealed by 
the finding through numerous and wide- 
ly scattered spot checks that only about 
5 per cent by number and 10 per cent 
by volume of all estates of all sizes 
are being settled by trust institutions. 


This condition can be met not by 
ignoring or evading or denying the 
issue, but by informing the people. 

To inform would be completely to 
dispel doubt, suspicion, and latent hos- 
tility—all of which are so harmful to 
trust business. I believe that the trust 
business as a whole will stand up under 
the glare of that “fierce light which 
beats upon the throne.” 


Summary of address at 32nd Mid-Winter Trust 
Conference, New York, Feb. 6, 1951. 
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Seven fields in which more can be 
done by the trust business to inform 
the people are: advertising, estate con- 
sultants, forums, annual report to stock- 
holders, statements of condition, official 
pamphlets of trust departments, and 
trust publications. 


We should do more rather than less 
trust advertising. We should take and 
hold a positive position on our right to 
advertise our services in appropriate 
ways. In recent years, one of the notice- 
able trends in trust advertising has been 
toward making advertisements more in- 
formative — as to trust services avail- 
able to the people, as to people’s needs 
for trust service, as to the trust institu- 
tion’s charges for service, and as to the 
administrative and dispositive powers 
a trust institution needs for its best 
service. A trust advertisement can be 
informative without being dull. Within 
reason, the more informative it is, the 
more widely it will be read. 


Every trust department, large and 
small, should have on its staff at least 
one person designated by the manage- 
ment to inform people about estates, 
trusts, trust service, and other phases 
of the This man would be 
distinguished from the new _ business 
or business development man. 


business. 


The forum idea is not new, but only 
during recent years has it been employed 
widely and put on an annual basis. To 
the extent that these forums are on trust 
subjects, that they are primarily in- 
formative rather than directly promo- 
tive, and that people are given oppor- 
tunity to ask questions, they are next to 
personal representation the most effec- 
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This bank offers complete 
facilities for handling your 
Fiduciary and Banking busi- 
ness promptly and efficiently. 
We invite your inquiry when 


Member Federal Reserve System and Federal Deposit Insurance Corporation 


tive means of informing the people they 
reach. 


More and more trust institutions are 
popularizing in language and _ layout 
their president’s annual report and are 
incorporating in the report definite in. 
formation about their trust business, 
While these reports are sent to only a 
selected list, they are perhaps read more 
carefully and therefore convey more in- 
formation than any other printed mat- 
ter issued by a bank or trust company, 
Statements of condition can similarly be 
used to disseminate trust information. 


An increasing number of trust institu- 
tions are now using official pamphlets as 
a means of informing people about their 
trust departments. The pamphlet is not 
directly promotive, but contains such 
information as a list and brief descrip. 
tion in lay language of the principal 


trust services, a statement of general 


trust policies of the bank or trust com- 
pany, a statement of its charges for 
usual trust services, a list of services 
which it would regard as unusual, and 
a list of administrative powers. 

I hope within the next few years we 
shall have a people’s trust magazine. 
Several attempts on a limited scale have 
been made, some effective. 

I suspect that the printed matter is- 
sued by American trust institutions, 
compared to that of British trust corpo- 
rations, has been long on advice and 
short on information. When we are faced 
by the sobering fact that the British 
trust corporations in their 40 years 
have made more progress in the propor- 
tion of estates settled than the American 
trust institutions have in their 130 years, 
we must have respect for the pulling 
power of information. As the British 
corporations are now trying to bring 
advice into balance with information, 
should we not intensify our efforts to 
bring information into balance with ad- 
vice?” 
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Smaller Trust Departments 





INVESTMENT SELECTION and REVIEW 


JOHN H. EVANS 


President, McDowell National Bank, Sharon, Pennsylvania 


HE small trust department can do 

the job of “invest and keep invest- 
ed,” as the trust instrument usually di- 
rects, equally as well as the largest insti- 
tution, if we will only set ourselves about 
doing it. If we are in the trust business 
seriously, there is no reason why this 
distinction as between large and small 
trust departments need continue. Assum- 
ing a desire on the part of the directors 
and executive officer to do so, how can 
we get this machinery and system in 
operation ? 

We began to examine this problem 
some years ago. It occurred to us rather 
quickly that the thing necessary seemed 
to be to apply the same kind of reason- 
able approach to the problem as would 
be applied to any other major activity 
or operation of the bank, these require- 
ments being: 


(a) Assign someone to the job who has 
some qualifications, and give him every 
opportunity to learn more about it. 


(b) Inform ourselves of the amount of 
time required to do a good, thorough job, 
and see that the man has that time avail- 
able. 

The first conclusion reached was that 
securities to be dealt with should be 
examined from two different viewpoints: 

(1) Their fitness for trust investments, 
without regard to any trust or estate, i.e., 
they are either acceptable or unacceptable. 


(2) The fitness of a security as a part 
of a particular fund, considering all of the 
circumstances with respect to the particu- 
lar fund. 


Preferred List 


This led to the next step of preparing 
our own supervised list of securities. 
We made a survey which included our 
size, probable requirements, and what 
we could afford by way of cost. Out of 
this came: a list of 50 preferred stocks 
and a list of 50 common stocks. This 
number would be about all we could 
afford to properly supervise, and would 
be sufficient for our requirements. 


It was then arranged to open a file 

These three papers were presented at the Shop 
Talk Session on Smaller Trust Departments, Feb. 
6, 1951. 
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for each issue and collect and file cur- 
rently all information with reference to 
that particular issue. An alphabetical 
list, subdivided by types generally, was 
prepared. Of these we selected the best 
of each for a total of fifty different is- 
sues. 

Each issue was given a page in an 
ordinary ring binder. This page includes 
very little with respect to the current 
position of the company, as this would 
be a duplication of the file information 
and that which can be found in the 
recognized services. The purpose of this 
record is to reveal what others are do- 
ing with this issue—the trend—Massa- 
chusetts Trust, Lehman, State Street, 
other larger trusts to which we have 
access—are they buying or selling or 
holding. 

This list is reviewed periodically. 
some removed, others added for suffi- 
cient reasons. We also use as some 
measure of guidance, a comparative per- 
centage distribution or diversification of 
the larger outside trusts to which we 
have access. 


Procedure 


The supervision of the work and the 
actual work discussed above and later, 
is as follows: 

The Board of Directors 
the Trust Committee, which 
fixed dates as regularly as they meet 
as the Bank Board. By resolution, the 
Board of Directors created a Trust In- 
vestment Unit, consisting of the presi- 
dent, the trust officer and an assistant 
cashier. The assistant cashier is charged 
with the duty of maintaining the rec- 
ords of the supervised list, and prepar- 
ing the schedules for the reviews of the 
individual trusts, the purchases and sales 
of all investments, transfers in distribu- 
tion, etc. 

A card file is maintained with only 
the name of the trust and the dates of 
reviews. These are filed by dates which 
are predetermined when the card is filed. 

The Investment Unit meets on a fixed 
day each week and reviews the invest- 


constitutes 
meets on 


ments of the trusts selected for that day, 
and the recommendations decided upon 
at such meetings are submitted in con- 
densed form for the approval of the 
Trust Committee. These usually are the 
result of two to four meetings. Minutes 
of the meetings of the Investment Unit 
are made, and formal minutes of the 
meetings of the Trust Committee are 
maintained the same as those of the 
Board of Directors. 


Costs 


+ We have not found this an expensive 
operation. The equipment is not expen- 
sive. We do spend some money on out- 
side advisory services. 

We do not, however, farm out any 
of our investment work, as we are not 
sure that we may safely do so. We do 
not think our discretionary powers can 
be delegated without some risk of sur- 
charge in the event the beneficiary suf- 
fers a loss. 

The salary charge against this branch 
of the work cannot be heavy for the 
reason that the president is paid for 
general supervision of all the business 
of the bank, the trust officer is working 
right within the scope of his duties, and 
the assistant cashier combines this work 
with his other duties. taken, 
however. that the other duties of this 
officer are not so heavy that this work 


Care is 


is neglected. because we do consider 
the Trust Department a major branch 
of our business. A proper portion of the 
salary of the assistant cashier is charged 
to the Trust Department, as are all other 
overhead expenses. 


It is the philosophy of our manage- 
ment that to make some money, some 
money must be spent. In the building 
up of our Investment Unit we concluded 
that the officer assigned to the detail 
investment job should have some special- 
ized training, and he was enrolled in 
the A.B.A. Graduate School at Rutgers 
for a major in investments. This train- 
ing is of benefit to the Banking Depart- 
ment also. Spread over the years, this 
investment is proving very worthwhile. 
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BENEFITS OF COST ACCOUNTING 


WILLIAM G. CLEAVER 


Vice President and Trust Officer, First National Bank & Trust Company of New Haven 


PERATING costs in trust depart- 
QO ments have been showing a steady 
increase for a long time and more re- 
cently the rate of climb has been greatly 
accelerated. It has become increasingly 
difficult for the smaller institutions to 
show any profit at all. 


To cope with the problem the most 
important step is to determine the de- 
partment’s ‘rue costs. Comparatively few 
of the small or medium-sized institu- 
tions do this, although practically all of 
them think they do. What most of 
them actually what 
amounts to an “out-of-pocket” expense 
account for the Trust Department. They 
fail to charge themselves with a proper 


do. is to 


keep 


share of indirect overhead such as rent, 
light. heat, insurance. depreciation on 
furniture and fixtures. cost of super- 
vision such as directors’ fees, president’s 
salary, etc., as well as a share of the 
cost of the servicing departments of 
the bank, e.g., comptroller. auditor, mail, 
etc. The degree of profitableness of the 
Trust Department as a whole can thus 
be easily and accurately determined. 
The allocate the 
total operating costs among the various 


second step is to 


classes of trust business handled, i.e., 
estates, court trusts, voluntary trusts, 
agencies and corporate trusts, in order 
to determine the extent to which each 
type of business is profitable. If one 
type of business is conducted at a loss 
while the Department as a whole is op- 
erated at a profit, steps can be taken 
to adjust fees accordingly. 

In 1945, with the help of Bill Weig 
of the Guaranty Trust Company of New 
York, and following carefully the 
method recommended in the Trust Divi- 
Handbook, “Recommended Cost 
Accounting Procedure for Trust Depart- 
ments,” 


sion 


we were able in our institution 
to accomplish these two steps with our 
own personnel in a matter of only three 
days with no disruption of regular office 
routine. Since that time we have main- 
tained an accurate record of operating 
costs not only for the Trust Department 
as a whole, but also for each type of 
trust business conducted. 

The third step, computing unit costs 
to determine the cost of operating an 
individual trust account, is more com- 
plex and time-consuming. Although this 
step can be undertaken by the bank’s 
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own personnel if the instructions in the 
Handbook are closely followed, it might, 
in larger Trust Departments, involve 
such an expenditure of time as to make 
it advisable to employ certified public 
accountants as we did, instructing them 
to adhere strictly to the Trust Division 
formula. 


Results of Study 


Since the completion of the unit cost 
study, every trust account is cost ana- 
lyzed each year. This analysis in many 
instances has resulted in increased fees, 
in others it has brought to light ways 
in which economies in operation can 
be effected, thus changing losing ac- 
counts to profitable ones without the 
necessity of increasing the fees. Some 
examples of resulting economies were 
the following: 


1. Rectifying over - diversification. 
Small trust accounts cannot be properly 
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A security analysis and investment advisory staff 
is not feasible for individual departments; but collec- 
tively, it is possible, practical, and economical. A 
group of small and medium-size banks (in Pennsy]l- 
vania, New York, Virginia and Ohio) has already 
passed the experimental stage in a cooperative pro- 
gram designed to handle corporate security problems. 


We would like to explain the service and our work 
in connection therewith to other banks. As more insti- 
tutions participate, the more complete service we will 
be enabled to render. Inquiries should be addressed 
to our Philadelphia office. 


STUDLEY, SHUPERT & Co. 
INVESTMENT COUNSEL 


712 Provident Trust Building 
Philadelphia 3, Pennsylvania 
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diversified except by the use of the 
Common Trust Fund. Fee analyses in- 
variably show that those accounts which 
have an excessive number of investment 
units show a loss. In such accounts the 
solution is, of course, to reduce the 
number of investment units, or increase 
the fees. The requirement under Regu- 
lation F that uninvested trust funds be 
promptly invested is not interpreted by 
us as meaning that balances under $500 
should be separately invested except un- 
der extraordinary circumstances. 

2. Care in Acceptance of Small Ac- 
counts. There was recently brought be- 
fore our Committee for acceptance a 
Church account on the acquisition of 
which one of our officers had been 
working for a year. It contained four 
different funds, the assets of which 
aggregated less than $9,000. Obviously, 
there is only one way in which this 
business can be made profitable, if at 
all, namely, to eliminate the small items 
and to merge the four funds, each one 
taking a proportionate share of the in- 
come from the combined fund. 

3. Frequency of Remittances. Benefi- 
ciaries will sometimes request weekly 
or monthly remittances and statements, 
when quarterly remittances and state- 
ments would suffice if a proper explana- 
tion were made. Officers opening new 
accounts are instructed to review this 
carefully with new customers. 

4. Compensation for Special Services. 
A considerable amount in fees can be 
lost if officers neglect to record special 
services rendered and fail to charge for 
same. Heads of Trust Departments will 
generally find that personnel, other than 
those who are charged with the respon- 
sibility of keeping the department on a 
paying basis, are rarely cost conscious. 
It is a good plan, after unit costs have 
been determined, to let each trust officer 
know what it costs the bank per hour 
for the use of his time so that when 
customers demand long and frequent 
interviews, he can adjust the compensa- 
tion accordingly. 

5. Personnel. It almost invariably 
proves far more economical to employ 
high-salaried specialized clerks in cer- 
tain positions than low-salaried inex- 
perienced clerks with rapid turnover. 
Expense of training the latter, with the 
greater likelihood of inefficiency and 
errors, is far more costly in the long 
run than higher priced specialists. 

6. Keep a “Watch-dog” over the Ex- 
pense Account. Legal fees, transfer 
charges, insurance and registered mail 
properly chargeable to individual trust 
accounts will often find their way into 
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the bank’s expense account unless all 
such items are submitted for approval 
to one officer appointed especially for 
the purpose. 

7. Investment Reviews. Some institu- 
tions take pride in the frequency of their 
reviews. We take pride in the thorough- 
ness of ours. Many accounts, such as 
those where the entire fund is invested 
in the Common Trust Fund, do not re- 
quire reviews with the same frequency 
as accounts containing a list of invest- 
ments of questionable grade. 


8. Common Trust Fund. It is the 
usual practice of trust institutions to 
absorb the initial charges of setting up 
a Common Trust Fund. This practice 
should not, however, be allowed to con- 
tinue after the fund has been properly 
floated. 


Are Fees Adequate? 


With the cost accounting system prop- 
erly installed, there comes next the 
question of whether or not the fee 
schedule is adequate to produce a rea- 
sonable profit. The trust officer must, 
in addition to applying all the knowledge 
gained by the use of the cost accounting 
system, ascertain whether various fac- 
tors are being properly compensated for. 
The greatest difficulty we have experi- 
enced is weighting the “responsibility” 
factor in fixing fees. We are still carry- 
ing on research in this field. 

We have found that flexibility is an 
important qualification in the use of a 
fee schedule. Using our basic fee sched- 
ule as a yardstick, we apply increases 
on a percentage basis where activity in 
the account or exceptional responsibility 
justifies a larger fee. Experience shows 
that such increases may vary from 10% 
to as much as 50% or even more. 


We do not line up behind the philo- 
sophy of flat rates of compensation. 
Rather we prefer the concept of com- 
pensation on the “professional basis” 
as advocated by Mayo Shattuck in the 
address that he made at the last Mid- 
Winter Trust Conference. It is rare in- 
deed that a customer will complain if 
the amount of the fee reflects the quality 
and nature of the service rendered. 


Other Benefits 


The adoption of the Trust Division 
system has brought us many unexpected 
blessings. Relationships between trust 
and commercial personnel have im- 
proved. There is never any occasion for 
bickering over allocation of items of 
expense. We have a standard system 
and we stick to it. The commercial side 
has a greater respect for us, for they 


know we are pulling our share of the 
load. We have a greater respect for 
ourselves for we are constantly improv. 
ing our efficiency of operation; we have 
become not only self-supporting, but 
contribute substantially to the “family” 


budget. 


Our cost accounting work goes on 
from day to day like any other routine 
work of the department. We are not 
even conscious of it. When the end of 
a quarter or year rolls around, within 
a few days up come the reports. A copy 
is sent to the bank’s comptroller. If his 
eagle eye ferrets out a question, we get 
together and arrive at a solution. The 
important thing is that we approach a 
problem in the right spirit, namely, 
“What is for the good of the bank, as 
well as for the Trust Department?” 


Not the least of the advantages of 
using the Trust Division formula for 
determining costs is that, because of 
uniformity, it permits comparison wii 
other institutions of like size, thus 
bringing to light any abnormalities in 
the cost of operation and furnishing 4 
guide to the degree of efficiency with 
which one’s own institution is operate. 
An example of the benefits of using 
a uniform system is to be found in the 
first Federal Reserve District. Each yecr 
the Federal Reserve Bank of Boston 
conducts a study of trust income and 
expense for institutions in the District. 
Each year the Federal Reserve Bank of 
Boston conducts a study of trust income 
and expense for institutions in the Dis- 
trict. When first attempted in 1947, it 
was found that, because of different sys- 
tems of cost accounting and reporting, 
the results of the study were practically 
meaningless, whereas, in 1948 and 1949 
with a uniform method of reporting. the 
42 participating banks were able to 
compare their operating costs and fig- 
ures with the averages of all other re- 
porting institutions, as well as those of 
all other institutions of like size.* 


For more than 20 years the Trust 
Division’s Committee on Costs and 
Charges has been grappling with the 
problem of putting and keeping Trust 
Departments on a_ paying basis. Its 
formula has been worked out by some 
of the leading men in the trust field 
working in consultation with accounting 
firms of national reputation. The Cost 
Accounting Handbook offers the fin- 
ished product of their labors. Is it not 
short-sighted, and, in fact, a disservice 
to the institutions we represent, if we 
fail to use this tool? 


*See summary in Aug. 1950 Trusts and Estates 
537. 
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OPERATING ECONOMIES 


DAVID T. PYNE 


Vice President and Trust Officer, First Bank & Trust Co., Utica, N. Y. 


NE objective should be clearly in 
O our minds at all times: to run our 
trust departments as profitable opera- 
tions. In acheiving this objective all 
free services will be either eliminated 
or placed on a fee-paying basis. Like- 
wise all, or nearly all, unnecessary and 
time-consuming motions will be noted 
and corrected. With the ever-broadening 
application of the Prudent Man Rule 
and a consequent increase in the vol- 
ume of preferred and common. stock- 
holdings, many are finding themselves 
and their staffs burdened with the mass 
of paper work required to complete 
transfers of registration at the time of 
sale or distribution of those holdings. 

While the use of nominee registration 
trust 
common in the larger centers, brokers 


of securities held in accounts is 
doing a volume of business with trust 
departments of small banks have ad- 
vised me that nominee registration is 
not only unheard of but its use would 
greatly improve their position and facili- 
tate deliveries. Inability to supply proper 
supporting papers prior to the stated de- 
livery date can be a cause of much em- 
barrassment all the around. For 
example, on a switch from one issue to 
another, proceeds of the sale are ordi- 
narily counted on to provide funds for 


way 


the purchase. However, if transfer clear- 
ance is to be held up beyond settlement 
date of the purchase, the broker will 
require payment which means an unwar- 
ranted overdraft (actually a borrowing 
from other trust funds) or a quick sale 
of bearer bonds which in all probability 
will be repurchased when payment on 
the original sale is made — clearly a 
merry-go-round where you should not 
be a passenger. 

Use of a nominee also greatly reduces 
the number of items to be handled on 
dividend and interest dates and a by- 
product, which is important in a smaller 
community, is the complete anonymity 
of the principals involved when a trans- 
action is cleared through a_broker’s 
office. 


Procedure 


The nationally distributed tax and 
trust services in bank libraries contain 
a complete outline of the procedure ne- 
cessary for establishment of a nominee 
arrangement. Many banks go all the 
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way in placing virtually every registered 
item in the name of their nominee, while 
others exclude securities in estates which 
are to be liquidated and holdings ac- 
quired prior to formation of the nomi- 
nee partnership. 

The following outline of practice has 
been generally adopted by bank transfer 
agents. 

“We have adopted the policy of effect- 
ing the transfer of stock from the name 
of banks as fiduciaries without requiring 
the submission of supporting documents 
in certain cases, namely: 

(A) When the stock is registered in 
the name of a banking institu- 
tion acting in a fiduciary capac- 
ity, either as sole fiduciary or 
jointly with one or more indi- 
vidual or corporate fiduciaries; 


(B) When the stock is to be trans- 
ferred from and not into the 
name of the fiduciary; 

(C) When the Uniform Fiduciaries 


Act has been adopted in both 
the state under the laws of 
which the fiduciary is acting 
and the state in which the cor- 
poration whose stock is involved 
is incorporated. 

“There may be situations in which 
you hold shares registered in the name 
of your Bank as fiduciary, representing 
stock of a company incorporated under 
the laws of a state which has not as yet 
adopted Section 3 of the Uniform Fidu- 
ciaries Act or its equivalent. In such 
cases we shall nevertheless be pleased 
to accept your certification in the fol- 
lowing form stamped on the reverse 
side of each stock certificate or on the 


“Since we're one big family here, 
Mr. Bates, does a man in accounting have 
to ask your consent to marry me?” 


Copyright 1951 Cartoons-of-the-Month 





stock power attached to the certificates 
in lieu of supporting legal papers: 


‘The undersigned Bank requests this trans- 
fer be made without its furnishing sup- 
porting documents and warrants propriety 
of such transfer and agrees, in any case 
where the Uniform Fiduciaries Act does 
not or may not afford full protection for 
such transfer, fully to indemnify and hold 
harmless the Corporation and its Transfer 


Agent for any loss or costs, including 
counsel fees, which either may suffer by 
reason thereof.’ 


Name of Bank 
By (Officer)” 


Shortcutting Expenses 


The expenses of a round trip for ne- 
gotiable bonds between original pur- 
chase and eventual sale or redemption 
(registry, insurance, surcharge and post- 
age costs) have added considerably to 
the acquisition price and also repre- 
sented a deduction from the proceeds 
at sale or maturity. Some of this has 
been eliminated through a device for 
extinguishing the marketability of ma- 
turing Treasury obligations but even 
that can be improved upon. 


In New York City and probably other 
centers where deliveries of securities are 
made between seller and purchaser, the 
correspondents of country banks will 
provide safekeeping facilities for bearer 
bonds, usually without a fee — the only 
compensation being reflected in the 
value of the deposit balance. 


Many are already using a short-cut 
which, because of its simplicity, has 
escaped general attention; the direct 
credit of trust department payments to 
a customer’s commercial account. Con- 
sider the motions involved in preparing 
a check drawn against trust funds. Out- 
going it means clerical and officer time 
in the trust department; controlling, 
handling and proving in the general 
ledger department. Incoming it involves 
the teller, proving and general ledger 
departments and following cancellation, 
sorting and storage. Consider also the 
effort necessary by the recipient to de- 
posit the funds to a checking account — 
particularly if not regularly in the vi- 
cinity of your bank. Contrast all these 
motions with a direct credit to the cus- 
tomer’s checking account and the merits 
of the latter operation are obvious. The 
usual advice of credit then accompanies 
the statement or invoice and the trans- 
action is completed. Do not overlook 
payees other than beneficiaries, such as 
firms of attorneys you regularly employ, 
co-trustees and also suppliers whose 
goods and services are used in any 
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type of fiduciary account. Unless the 
governing instrument or working ar- 
rangement specifically provides or per- 
mits the direct transfer which I have 
described, it is good practice to obtain 
written instructions from the payee so 
there will be no misunderstanding about 
the matter. 


Think for a moment on the number of 
times a single posting entry multiplies 
itself throughout the period of admini- 
stration of a trust. Beginning with its 
origination and initial recording it 
shows up again and again in informal 
statements and in intermediate or final 
court accountings. Any fair-sized ac- 
count will have several security transac- 
tions during the course of a year. A 
ledger record of each separate charge 
for shipping the securities builds up into 
an appalling amount of working-time 
when considered totally. Recording the 
day-by-day charges and then accumula- 
ting the item slips in an alphabetical or 
numerical account file will permit put- 
ting through a single charge annually 
or oftener if desired, but certainly not 
each time such an expense is incurred. 
This final suggestion is a real time- 
saver. 


When 


Trust Customers 

Go to Ploxcda, 
think Fezez of 
First National 


Complete trust service 
available right in Miami. 
Prompt attention to every 
detail and thorough coop- 
eration with original ad- 
ministrator on all ancillary 
transactions. 


TRUST DEPARTMENT 
The 
First National Bank 


of MIAMI 
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Common Trust Funds Exceed 


$600 Million 


Common Trust Funds have registered 
another year of substantial gains, both 
in the number of people served and in 
volume of assets, according to compari- 
sons of operations and data in 1950 
and 1949, 

A nation-wide survey of these Com- 
mon Trust Funds just conducted by the 
staff of TRUsTs AND EsTaTEs shows that 
the 107 Funds now in operation had an 
aggregate principal value of $634,315,- 
895, at the time of their latest annual 
or original accounting. These assets 
were being administered for approxi- 
mately 75,000 beneficiaries participating 
in 37,008 individual accounts. 

This compares with less than half a 
billion dollars aggregate principal value 
($479,995,583) in 31,988 accounts at 
the corresponding report dates in 1949, 
or a 24% 


year. The 107 Common Trust Funds are 


increase in volume for the 


operated by 83 banks and trust com- 
panies located in 23 states and the Dis- 
trict of Columbia (of which 22 are in 
New York State). This is more than 
double the number in operation only 
four years ago, and compares with 85 
Funds at the end of 1949. 

It is significant to note that there 
has been a much greater growth of 
“Discretionary” Funds than in_ the 
“Legal” Funds. The 81 Discretionary- 
type Common Funds at the end of 1950 
held assets—mainly stocks and bonds— 
of over half a million $523,308,707) for 
27,065 participating individual trust ac- 
counts. This compares with $393,570,- 
006 for 23,165 accounts at the same time 
the year before. 

The 26 Legal-Type Funds being ad- 
ministered at the end of 1950 held $111.- 
007,188 for the benefit of 9,943 individ- 
ual trusts, against $86,425,577 for 8,823 
trusts in 1949, If this ratio of growth 
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Ancillary Trust Service 


OKLAHOMA 
Roy M. Huff, Vice President and Trust Officer 


NATIONAL BANK OF TULSA 


OFFERING COMPLETE BANKING AND TRUST SERVICES 
Member Federal Deposit Insurance Corporation 


(24°) continues, the aggregate princi- 
pal value of Common Trust Funds will 
exceed one billion dollars in less than 
two years. 

It has always been extremely difficult 
to make any meaningful comparisons of 
yields from trust investment. Analysis 
of both types of Common Trust Funds, 
however, shows yields from Funds in 
which the trustee bank had investment 
discretion averaged more than one per 
cent higher than the average for “legal” 
Common Funds. The major difference 
in the portfolio of the two types of 
Funds has been use of common stocks 
in the discretionary type, in proportions 
ranging from 22% to 61%. 

Since publication of the list of banks 
with Common Trust Funds in the No- 
vember issue (page 792) new Funds 
(all discretionary) have been established 
by the following banks: 

Old National Bank, Evansville, Ind. 

Kentucky Trust Co., Louisville. Ky. 

Corn Exchange National Bank & Trust 

Co., Philadelphia, Pa. 


Frost National Bank, San Antonio, 
Tex. 

Lynchburg (Va.), Trust & Savings 
Bank. 


It is also learned that a legal-type 
Fund has been in operation since Au- 
gust 1949 at the Delaware County 
Trust Co. of Chester, Pa. 

Nore: Regulation F has been amended by 
the Board of Governors of the Federal 
Reserve System to raise the limit from 
$50,000 to $100,000 as maximum amount that 
can be invested for any individual trust, 
according to late bulletin from Washington. 


A & & 


Headley Honored 


Eighty members and guests of the 
Corporate Fiduciaries Association of 
Minnesota honored Louis S. Headley, 
retiring president of The First Trust 
Company of St. Paul, at a dinner on 
January 19th at the Minnesota Club. 
President Robert E. Towey presided. 
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PROCEEDINGS 


(Continued from page 79) 


The main issue with Communism is 
the “propriety of privacy,” according to 
Dr. T. V. Smith, of the Maxwell School 
of Syracuse University. It is not Russia’s 
“irreligion but the authoritarianism of 
it which thwarts our spiritual resiliency. 
It is not her opposition to private prop- 
erty that balks our efforts at a middle 
way of life; it is her dogmatic determin- 
ation to possess and suppress individual 
integrity,” Dr. Smith observed. Unless 
these dogma are abandoned the only 
solution will come from the possibility 
that hope endlessly delayed may prove 
too much for Communism. Then will 
appear in bold relief man’s ultimate 
property: the possession of his soul by 
his own sovereign self, concluded Dr. 
Smith, who was given a stirring ovation. 


The Conference ended with the cus- 
tomary luncheon tendered by the New 
York Clearing House. Arnold Wolfers. 
Sterling Professor of International Re- 
lations at Yale, spoke on the subject 
“Force and Diplomacy in Our Struggle 
with Russia.” 


Dr. Wolfers remarked that the re- 
armament program “has created a seri- 
ous dilemma. We need the support of 


potentially powerful allies; yet we in- 
crease the fears which paralyze them by 
the very acts of mobilization and diplo- 
matic toughness which are meant to re- 
move the cause of their fears. 


“Rather than to appease our friends 
by dangerous concessions to members 
of the Soviet block, we should seek 
to reassure them by the firmness of our 
assistance and the caution of our actions. 
Firmness and caution in Asia mean 
limiting ourselves at the moment to 
holding and delaying operations. In 
Europe it means sharing directly in the 
dangers of that lamentable military 
vacuum. Aside from serving as 
forces’ to mobilize allies 


‘en- 
couragement 
we badly need, American troops can as- 
sure us of a foothold on the continent 
from which, in case of war, a strategy 
of victory can emerge.” 

(Conference papers are published in this 
issue; panel discussions will be reported next 
month.) 


A AA 


FPRA Changes Meeting Date 


Financial Public Relations Association 
meeting will take place November 12 to 
15, 1951, at Hollywood Beach Hotel, 
Hollywood, Florida, instead of November 
26 to 29 as previously announced, in order 
to avoid conflict with the holiday season. 
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Elmore Commissioner 


Lynwood K. @l- 
more has b¥en 
appointed Comnis- 
sioner of Banking 
of the State of 
Connecticut until 
March 1, 1951, to 
fill the unexpired 
term of Richard 
Rapport, who res- 
signed to become 
executive manager of the Connecticut 
Bankers Association. Mr. Elmore has 
been Deputy Bank Commissioner since 
1943, and is a former trust official of 
PHOENIX STATE BANK & Trust Co. of 
Hartford. 
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L. K. ELMORE 
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Purse Advances Clinton 

Spencer Clinton 
was named vice 
president of The 
Purse Company at 
the annual direc- 
tors’ meeting of 
this well known 
bank and trust ad- 
vertising organiza- 
tion in Chatta- 
nooga, Tennessee. 
Mr. Clinton joined The Purse Company 
in 1922 and became head of the copy de- 
partment in 1930. 
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Economic and Social Implications of 





Private Pension Plans 


LAURENCE J. ACKERMAN 


Dean, School of Business Administration, University of Connecticut, Storrs 


HAT will be the effect of industrial 

pensions on Union strength and 
policy? It would seem that such plans 
will tend to increase the solidity and 
power of the Union organization. Three 
reasons, others, them- 
selves. 

First, the Union and its leadership 
will receive credit for installation of the 
plan. It will probably receive more di- 
rect loyalty and approbation from its 
membership for a private industrial pen- 
sion than for any claimed effort in the 


among present 


expansion of Social Security benefits. 

Second, the Union will be carving out 
a new managerial role for itself in the 
business enterprise if there is joint union 
management administration of the pen- 
sion program. As a corollary to this, the 
employee will be tied more closely to his 
Union to investigate his rights, certify 
him for his pension, adjust any disputes 
and problems concerning his status. 

Finally, the requirement that an em- 
ployee must be a member in good stand- 
ing will be a stabilizing factor in Union 
membership. 

Yet, despite the strength imparted to 
the organization, it may be a weaken- 
ing influence for the individual member. 
The presumed or actual security offered 
by the pension may lull the worker into 
a state of complacency. If all is pro- 
vided for him, why strive? 


Union Policy 


One effect of industrial pensions on 
Union policy may be that Unions may 
join hands with business in the achieve- 
ment of sound fiscal and tax policies. 
The Unions want the pensions to mean 
real security for their membership. But 
the social gain will wither away if the 
purchasing power of the dollar declines 
too sharply. The approximate 70% en- 
hancement in benefits under the 1950 
amendments to the Social Security Act 
does little more than compensate pen- 
sioners for the decline in the value of 
money in the last decade. 


From address at 32nd Mid-Winter Trust Confer- 
ence, New York, Feb. 6, 1951. 
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Likewise in the tax field, Unions may 
interest themselves in a tax policy which 
will encourage private investment and 
expansion of business. This would be 
part of the interest of the Union in the 
preservation of the individual company 
— a condition precedent to the collec- 
tion of the pension benefit in most cases. 


Unions may become even more vitally 
interested in the maintenance of our 
productivity gains. Failure to do so may 
force the issuance of so many claims 
against our goods and services relative 
to the capacity or willingness of our 
economy to produce them, that the only 
alternative would be a dilution of the 
value of the claims. We need repeated 
and widespread education on this basic 
economic fact. When we talk pensions, 
we are talking about people today as- 
suring themselves of a portion of the 
consumers’ goods and services of future 
years, presumably larger than they 
might otherwise enjoy. Since the retired 
pensioner will probably not be even 
partially productive, he must live off 
the production of others. This may not 
be a serious problem today with the 
ratio of worker to aged person about 
6 to 1. But population experts predict 
that the proportion of the aged will 
increase at a faster rate than the pro- 
ducer group. 

The solution to this dilemma is, as 
indicated, increased productivity. This 
may well happen if we can relieve the 
current producer of the spectre of an 
impoverished old age. But the increase 
must be substantial if these promises of 
today are to have substance tomorrow. 


Effect of Limited Coverage 


The second question is: What will 
be the effects of the limited coverage 
of industrial pensions? Probably not 
50% of the gainfully employed 
could be covered by private plans offer- 
ing benefits of reasonable amounts. Em- 
ployers operating on low profit margins 
will not install plans unless compelled 
to do so by Union pressure; but only 
about 25% of the gainfully employed 


over 





are Union members. In some industries 
the movement of workers in and out of 
employment is so rapid as to vitiate any 
hope for private pensions. In other in- 
dustries the bulk of employees is so 
young as to make a plant meaningless 
or so old as to make a pension installa- 
tion prohibitively expensive. 

An offshoot of this problem lies in 
the inequality of benefits in private pen- 
sion plans. These inequalities have with- 
in them the seeds of bitter inter-Union 
rivalry. Even worse, the disenfranchised 
who are not included in a private pen- 
sion plan but who pay as consumers 
may resort to unfortunate political re- 
taliation. 


Impact of Turnover 


The third question is: What is the 
impact of employee turnover on the 
effectiveness of private pension plans? 
Under the typical pension plan, an em- 
ployee who leaves his employment, for 
any reason, before retirement age, for- 
feits his pension rights. On the other 
hand, the employee who has not served 
the usual twenty-five or thirty years 
will receive a reduced pension benefit. 
Yet a study of the labor market and 
turnover should convince any student 
that only a minority of employees will 
enjoy full pensions under currently ne- 
gotiated plans. The majority cannot 
count on spending the last twenty-five or 
thirty years of their working lives with 
a single employer. In a current study of 
one thousand employees in the Oakland, 
California, labor market, it was discov- 
ered that the average worker had a new 
job every 3% years and as many as 
ten to twelve jobs in a working lifetime. 


One of the suggested palliatives for 
this problem is the pooled plan covering 
an industry or an area. This would allow 
for some movement in the particular in- 
dustry or the particular area. But what 
of the workers who go to another in- 
dustry or area? 

Another suggestion has been to vest 


pension rights. This has the appeal of 
justice and equity, but the cost involved 
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is prodigious and so is the complexity 
of bookkeeping and administration. 


Associated with this question is the 
possible immobilization of the labor 
force covered by pensions. This might 
have serious implications in a war econ- 
omy. The employee may resist a shift 
because of the effect on his pension 
rights. But even in a more normal econ- 
omy, workers would move into better 
paying jobs, steadier employment, ex- 
panding industries, healthier climates, 
more congenial work groups. Trial and 
error is the balance wheel of the labor 
market and shouldn’t be made too high- 
ly expensive because of forfeiture of 
pension rights. 


/ 
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Older Workers and Earlier 


Retirement 


The fourth question is: Will pension 
plans add another obstacle to the em- 
ployability of the older worker because 
of the great pension liability engen- 
dered? Studies have shown that it takes 
longer to find a new job after forty, 
and frequently the new job involves 
downgrading in skill and earnings. Yet 
this group between forty-five and sixty- 
four years of age is large and its rate 
of growth is impressive. In 1900 this 
group accounted for about one-seventh 
of the total population, currently, about 
one-fifth. It will continue to grow in 
importance in the next few decades. 


Question five is: Will the widespread 
adoption of private pension plans tend 
to force early retirement? If we have 
retirement 
pensioning the employee at an age 
earlier than he retire, there 
may be undesirable personal as well as 


compulsory provisions for 


wants to 


economic consequences. From a personal 
viewpoint there seems very little evi- 
dence that people want to retire when 
faced with the issue. In one study only 
5‘% of the cases studied showed a will- 
ingness to be retired. A forced retire- 
ment may produce a frustrated, anti- 
social person who is no asset to him- 
self, his family, his former business 
associations, or his community. This 
fact points up the need for widespread 
installation of retirement education in 
American industry, and trust officers 
can do a great deal to foster this idea. 


Economically, it is unwise to compel 
early retirement because of the loss in 
national income. For example. workers 
over sixty-five are estimated to have con- 
tributed some eleven billion to the na- 
tional product in 1948. Further, increas- 
ing employment opportunities for the 
aged will increase our ability to finance 
the real cost of pensions which has only 


one source — national production. 


It has even been suggested by some 
that incentives in the form of subsidies 
be offered to employers to keep the older 
worker on the job as well as a technique 
for opening up the labor market to older 
workers. One such plan would relate 
the subsidy to the annual earnings of 
the worker. For every year beyond sixty- 
five that a person, covered by the pen- 
sion plan, is kept on the payroll. the 
employer would receive a subsidy of 
one-fourth of the person’s wage. This 
would tend to keep in employ those older 
workers who were worth at least three- 
quarters of their wages. The advocate of 
this plan estimates that it would increase 
the volume of employment by 1.5 million 
and raise national production by $5 
billion. 


Guarantees and Reserves 


The sixth question revolves around 
the pension guarantees. Pension rights 
depend on the employer’s continuing 
ability to finance the pension cost out 
of its earnings. The fairly high rate of 
business mortality is a normal incident 
of a dynamic capitalistic economy. 

The seventh question is: What effect 
will pension reserves have on the econ- 
omy? A United States Steel Co. execu- 
tive testified before the Steel Industry 
Board that the funding principle, if 
applied to all companies, would create 
a corporate liability of about $65,000, 
000.000 
present combined working capital of the 


an amount greater than the 


corporations. It has been estimated that 
a full reserve for $100 a month pension 
designed to cover about one-third of the 
A.F. of L. and C.1.0. membership would 
require a fifteen-billion dollar fund. The 
problem of finding sound investment 
outlets for the accumulated pension re- 
serves is a complicated and difficult one. 


Effect on Business Activity 


Finally, what will the impact of the 
pension drive be on general business 
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activity? One could argue in this man- 
ner: The cost of funded pensions will 
be borne by the public in the form of 
higher prices or, in the case of a con- 
tributory plan, possibly in lower wages. 
For some time after the installation of 
these plans, receipts will have to exceed 
disbursements. Therefore, in the initial 
stages there should be a reduction in 
real income. But as a practical matter, 
the drive to maintain current 
standard of living is a powerful one. 
Therefore, the drop in real income will 


ones 


probably be offset by a decline in per- 
sonal savings. In fact, at a more mature 
stage in the public appreciation and 
pensions, we 


understanding of may 


actually see a sharp reduction in the 
individual’s will to save. and this may 
bring about an increase in consumption. 

Aside from this speculation, wide- 
spread pensions should help in the re- 
duction of the fluctuations in the busi- 
ness cycle. During a time of depression, 
when lay-offs are numerous, the retire- 
ment rate may increase. which in turn 
will act as a stabilizing force on total 
personal income and thus on expendi- 
tures as the pension income flows even 
more strongly. 


Research to Seek Answers 

If private pensions are to be mean- 
ingful, all interested parties should or- 
ganize to study these problems and then 
eliminate the forces which weaken this 
voluntaristic approach to economic. se- 
curity for the older person. | would like 
to propose that you seek through re- 
search and action to resolve these ques- 
tions: 

1. How can pension funds be directed 
in such a way as to maintain a dynamic, 
and with 
due regard to sound investment prac- 


alive venturesome economy 
tices ? 

2. Can we prepare a packaged retire- 
ment 
ployers and Unions can utilize to make 


educational program which em- 


a retirement a rebirth rather than a slow 
death? Can we formulate a program 
that will instruct in the medical, psycho- 
logical, educational, recreational, hous- 
ing and employment challenges facing 
the older person, and also point the 
way to the meeting of these challenges? 

3. What can a flexible retirement age 
do to solve some of the dilemmas of the 
current pension scene? 

4. What can vesting do? 

5. What can we do to foster research 
and action in the employability of the 
older person? What are his job assets? 
The older worker has fewer days of ab- 
senteeism ; declines very 
gradually after age 40; older workers 
have fewer accidents than younger work- 


productivity 


ers; the older worker is a vast reservoir 
of experience and judgment. What tests 
of proficiency and fitness can be de- 
vised to classify the older worker for 
jobs? 

% 6. How can we solve the problem of 
job-transfer? Isnt there some central- 
izing technique to permit a worker to 
carry his with him 
wherever he may seek employment? = 


pension credits 

7. What can we do through economic 
education to bring about a_ universal 
demand for a more stable dollar value 
and to stem the forces of inflation which 
threaten the pension recipient? 

Success in meeting these great chal- 
lenges will help make this outstanding 
quest for security a genuine fulfillment. 
5 A @ 


Irving Trust to Handle 
Own Pensions 


Stockholders of Irving Trust Co., New 
York, voted at the annual meeting last 
month to amend the bank’s pension plan 
and transfer its future operation to a 
trust fund to be administered by the 
trust department. The pension program, 
which cost the institution $375,000 in 
1950, would cost $650,000 under the next 
renewal for five years in 1951, Chair- 
man William N. Enstrom stated. By 
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transferring all future payments into 
the plan to a fund administered by the 
bank’s pension department, the cost 
would be about $540,000 this year. The 
insurance company will keep the funds 
which have been paid in to this year, 
and remain liable for the share in the 
pensions which these payments repre- 
sent. Additional savings under the trust 
company administration will be possible 
in future years, Mr. Enstrom said. 
A A A 


Network to Pension Fund 


The Federal Communications Commis- 
sion has approved the sale of the Lee net- 
work to General Tire & Rubber Co.’s pen- 
sion fund, as preliminarily reported in 
Jan. T&E, p. 54. 
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Why omvmon a or 






Pension Funds 


F the subject of investing pension 

funds was being considered at a 
meeting more than three years ago, the 
real question would have been the most 
desirable type of bond and preferred 
stock portfolio which should be used 
in a pension fund, with a few side re- 
marks about common stocks. Since that 
time, at an accelerating pace, common 
stocks have become respectable invest- 
ments in many surroundings where pre- 
viously they had been looked upon as 
skeptically as the new daughter-in-law 
of a Proper Bostonian who was still a 
member of the chorus in a local theater. 


Rather than assume that they should 
be purchased widely by pension funds 
in order to keep up with the Joneses, | 
should like to examine some of the fund- 
amental reasons why my institution has 
for many years purchased common 
stocks for trust accounts and has ap- 
plied this same investment philosophy 
to pension trusts. As I said a year ago, 
the policy has been to invest about 30% 
of a pension trust over which we have 
full investment discretion in common 
stocks. This has been continued since 
that time and we do not overlook the 
common stock market whenever cash is 
added to the pension fund. This review 
will be based on the long term implica- 
tions rather than prove that prices of 
equities at the moment are unusually at- 
tractive. 

Comment on a few types of pension 
funds will bring into sharper focus the 
nature of account under consideration 
here. Where an account is set up to pay 
a definite pension to a small group of 
employees who have all retired, the 
fund, if actuarily sound, will dwindle 
and waste away over the years and 
should not hold common stocks. One 
of the newer wrinkles has been the so- 
called terminal funding plan whereby 
the corporation does not put up any 
money until the employee retires and 


From address before 32nd Mid-Winter Trust 
Conference, New York, Feb. 6, 1951. ’ 


106 


PAUL |. WREN 


then sufficient funds are set aside to 
assure the retiring person a fixed sum 
per month for the rest of his or her life. 
Only the actuary can give the answer to 
the question as to whether the funds in 
the hand of the trustee will be at a more 
or less even amount for a period of 
years or will waste like the one men- 
tioned above. Because of this uncertain- 
ty, I am leaving aside a discussion of 
the investment of a terminal funding 
trust. 


The most common type of pension 
trust under our supervision is estab- 
lished for the purpose of accumulating 
a fund to cover pension liability for 
benefits earned prior to the start of the 
plan (i.e., past service) and earned after 
the date of the plan (i.e., current ser- 
vice). The sum determined for past 
service can be paid in by the company 
over a period of time 
long as thirty years. Such a trust ac- 
cumulates money during the first few 


sometimes as 


vears since the annual contribution of 
the employer exceeds the distributions 
to the pensioners. After a period of 
years, frequently fifteen to twenty. the 
principal value is not expected to change 
appreciably since the payments to the 
retired employees approximate the an- 
nual contribution and earnings of the 


fund. 


Basic Desirability of Equities 


A cornerstone of our investment atti- 
tude, derived from the famous Harvard 
College v. Amory case decided in 1830, 
is the premise, “do what you will, the 
capital is at hazard.” Over the years, 
the Massachusetts trustees have come to 
consider common stocks as one of the 
natural ingredients of a long term in- 
vestment program, the percentage vary- 
ing with the outlook for business and 
security prices. From the beginning of 
pension trusts, we looked upon them 
as normal trust accounts of long dura- 
tion but with the unusually attractive 


Vice President, Old Colony Trust Company, Boston . 


feature of regular additions to principal 
during the early years. This arrange. 
ment puts cash in the hands of the trus- 
tee at various levels of the stock market, 
permitting the accumulation of stocks 
over a period of time, thus averaging 
the cost. 

Apart from the tradition of buying 
common stocks in Massachusetts, other 
reasons are evident. One is diversifica- 
tion. Those in our profession who have 
a crystal ball, still not cracked by unex- 
pected developments of the past 2% 
vears, may be able to pick out a handful 
of industries which will flourish during 
the next period in the business cycle 
and therefore do not need to diversify 
their investments. However, for the rest 
of us some distribution of our commit- 
ments among the various industries is 
very desirable. Even the securities of the 
less favored companies have their day 
of glory, as evidenced by the resurrec- 
tion of the and_ stock 
market since June. A program restricted 
to senior securities precludes investment 


railroad bond 


in a number of companies and indus- 
tries which have been successfully de- 
veloped without being forced to raise 
capital by borrowing money or selling 
preferred stock. One example which 
has been especially kind to investors 
in recent years is the insurance field. 
Another is the banks. Even in the in- 
dustrial classification, the stronger com- 
panies have tended to eliminate debt 
and preferred stocks or to refund them 
privately. In some groups. such as the 
automobile, only one of the major com- 
panies has any senior securities out- 
standing. 

Many of us worship the word 
“growth” when considering investments. 
Long term investment in compan 
with this characteristic has been ws 
able. Taking the broader point of vi 
an account should participate in the. } 
fits from new products and other tj 
nological improvements emanati: 7% 
the research laboratories of the 
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try. While many companies in this cate- 
gory have to offer senior securities to 
provide greater manufacturing facilities, 
these do not really allow the security 
holder to benefit from the growth. Some 
participation in the profits can be se- 
cured by purchasing convertible bonds 
or preferred stocks but frequently this 
privilege covers up some weakness in 
the security itself. In addition, if the 
investment is successful, the premium 
at which the security sells increases its 
volatility almost to that of the common 
stock. At some point, and frequently at 
the beginning. the greater yield and 
appreciation possibilities available on 
the common stock make that the more 
attractive Commitment. 

All of us make mistakes, even those 
who confine their investments to bonds, 
and the presence of a nice profit in a 
stock is very comforting. While bonds 
can be purchased at a discount with the 
hope of a profit, this procedure at least 
currently means stepping down the lad- 
der of quality. While this has been done 
successfully, we have preferred to con- 
our risk in stocks 
where there is no “top” price as in the 


centrate common 
case of bonds. 

While I do not submit the proposition 
that common.stocks are the perfect solu- 


tion for the steady deterioration in the 
value of the dollar, I am sure no one 
will suggest bonds as a substitute for 
this purpose. With this specter on the 
horizon, some common stocks are justi- 
fied solely as a hedge against inflation. 


Yield — Last But Not Least 


The most attractive reason for com- 
mon stocks at the present time is the 
greater yield with the attendant lower 
contributions to the pension plan by 
the employer. No investment program 
should be based solely on the amount of 
income deemed necessary or desirable 
by the interested parties. The differ- 
ence between a 246% and a 314% to 
314° return on a substantial amount 
of money over a Jong period of time, 
such as thirty years, is large. In view 
of the material saving, the spread in the 
yields between bonds and high grade 
common stocks raises some interesting 
questions. 

With governmental 


the increasing 


controls, the accelerating pace of our 
rearmament, and the need for substan- 
tial funds by the Treasury, any radical 
removal of controls over the bond mar- 
ket accompanied by higher yields ap- 
pears rather remote. Unless the insur- 
ance companies or other large holders 





of corporate bonds lighten their posi- 
tion, there appears little hope for higher 
earnings from the bond section of the 
account. 


The restrictions on production of 
normal lines, the lower profit margins 
on government business, and the heavier 
tax burden seem to point to lower earn- 
ings for a great many corporations. The 
use of averages is frequently dangerous 
but the dividends as a percentage of 
earnings on stocks in the Dow-Jones In- 
dustrial and Moody’s Averages indicate 
that there is now a greater margin of 
safety than existed in the same groups 
of companies before World War II. At 
the present time, the yield on a list 
of high grade common stocks is some- 
what over twice that available on high 
grade bonds. Yields on common stocks 
may be decreased, but over a period of 
years it seems to me that income should 
more than equal that on prime bonds, 
which are the principal alternative in- 
vesiment opportunity. 


Anticipating Dangers 


One of the real dangers of adopting 
a program for common stocks is that, 
at a bad time in the market, the direc- 
tors or the pension committee of the 


(Continued on page 110) 
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Institutional Holders of 
Mutual Fund Increase 


The number of institutional and fidu- 
ciary shareholders in Wellington Fund 
increased 63 per cent and the number 
of individual shareholders 41 per cent 
in 1950. The combined increases boosted 
the total number of shareholders in this 
open-end balanced mutual fund to an 
all-time high of 61,000 on December 31, 
1950. 


The current shareholder list included 
928 bank and individual trustees; 279 
corporations and insurance companies; 
153 employees’ pension and profit shar- 
ing funds, fraternal, welfare and other 
public associations; 147 church and re- 
ligious organizations; 192 guardians, 
executors and administrators; 65 col- 
leges and educational organizations and 
45 hospitals and homes. 


A A A 


Connecticut Trusts Gain 


Total assets administered by trust 
departments of state banks and trust 
companies in Connecticut increased 
about $27 million dollars during the 
year ending September 30, 1950, ac- 
cording to the report issued by the Bank 
Commissioner’s office. The figure was 
$749,666,957 compared with $722,487,- 
331 the year before. 

Hartford-Connecticut Trust Co. held 
the largest number of accounts (2,992) 
and volume of assets ($264,991,561) 
with Union & New Haven Trust Co. the 
only other to be administering more 
than one hundred million ($111,458,183 


in 941 accounts). 


The classification of trust assets shows 
that stocks accounted for approximately 
55% of the total, roughly the same as 
the year before, with $422,026,614, 
while bonds represented a likewise fairly 


constant 30% with $220,290,960. 
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company will exert great pressure on 
the trustee, or the trustee himself may 
decide to abandon the whole idea, take 
the losses, and put the money in bonds 
or take out an insurance policy. In the 
past, suggestions for such changes in 
investment policy often seem to have 
been advanced at the worst possible 
time to sell. Any pension trustee going 
into common stocks should arm himself 
now against such pitfalls and state a 
definite policy of using low levels of the 
market to average down his holdings of 
common stocks and to build up the pro- 
portion of these items. 


One of the greatest doubts concern- 
ing this program is the position of the 
trustee when the stocks are selling at a 
substantial discount from the book 
value, which I should expect would be 
accompanied by a business depression. 
Pension funds can be appraised at book 
or market when being valued for actu- 
arial purposes. In pension plans with 
which we are connected, the actuaries 
use book value so as to level out the 
company contributions. This allows the 
employer to avoid paying less when 
stocks are high and profits are usually 
large and then paying more when the 


GJywitatton ..- 
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reverse is true. In other words, if the 
company uses the book value method, it 
is not liable for any larger contribution 
than in any other year or than if the 
trust was composed of solely bonds or 
even if an insurance company contract 
had been used to meet the pension lia- 
bility. The annual contribution can be 
postponed and the plan still remain 
qualified provided the limit set by the 
Bureau of Internal Revenue is not ex- 
ceeded. Therefore, the use of common 
stocks does not prove more costly than 
any other plan. 


You may still question the justifica- 
tion of figuring the pension liability of 
the company, using common stocks at 
book value as an offset. From an ultra- 
conservative point of view, the company 
should add enough to the pension trust 
to make it However, the com- 
pany does have the right to postpone 
its contribution so that the fund would 
but still 
have the approval of the tax authorities. 


whole. 


become actuarially unsound 
Furthermore, we have seen a_ special 
approach used in valuing the asse‘s of 
companies with long term liabilities such 
as life the 
1930’s, bonds amply secured and _ not 
in default were 
value even though their market 
While 


value was confined to prime bonds, with 


insurance companies. In 
carried at amortized 
was 
considerably _ less. this special 
the insurance companies heading in the 
direction of heavier stock commitments 
some liberalization of this procedure 
may be made when the next pinch on 
surplus comes. If conditions return io 
the 1932 level again, a new form of 


American 


society will emerge and the value of 
the relics of the past, such as bonds and 
stocks, will be open to question. 
Another dogma in the use of common 
stocks is the possibility of demands for 
cash being so great that stocks have to 
be sold, again probably at the wrong 
time. At least during the early years of 
a fund, the contributions by the em. 
ployer exceed the outgo so that if the 
cash is received the trustee can merely 
use the cash flow to meet the benefit 
the contribution of ihe 
company fails to appear, a balanced in- 


payments. If 


vestment program should include some 


short term bonds which could be li- 


quidated. 
Holding Company’s Own Stock 


The instruments in our trust depart- 
ment include some which permit pur- 
chase of the stock of the company in its 
own pension fund and some which for- 
bid it. The Federait Tax Regulations do 
not prevent the trustees of a qualified 
trust from investing in any securilies 
that are permitted by the trust agree- 
ment. However. these regulations re- 
quire that when trust funds are invested 
in the securities of the employer. full 


disclosure must be made of the reasons 


for such an arrangement and of the 
conditions under which = such invest- 
ments are made.” Therefore. it can be 


done if it is considered desirable. If the 
stock is readily marketable and is con- 
sidered by the trustee to be attractive 
in the market, the purchase of a nominal 
unit is justified. 

have 
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a large part of the pension fund invest- 
ed in its own stock, we are not sure 
that funding the plan with a trustee is 
the soundest procedure. Provided the 
company is large and strong enough 
so that the employees will not lose con- 
fidence in the pension plan in the ab- 
sense of an independent trustee, the 
management might consider _ setting 
aside funds on the balance sheet as a 
special reserve for pensions. The cash 
paid into the fund would be kept in 
the company and invested in additional 
working capital and/or plant. Normally 
the rate of return on such an investment 
exceeds by a substantial margin the 
vield on the common stock. The disad- 
vantages of such a program are that 
only the actual funds disbursed to the 
pensioners are allowable as tax deduc- 
tions and with no reserve of marketable 
investments available, the company must 
provide funds for the pension payments 
in bad times as well as good. 
The balance of factors 
be determined by the management. Gen- 
erally speaking, the odds are probably 
against the use of the company’s own 


these must 


securities except as just another item 


when available in the market. 


Advantages to Employer 
If the yield of the 


that invested solely 


account is above 
in bonds, the cost 
of the pension plan to the employer will 
Another 


range significance 


be less. point of more long 
is that if the account 
the 


over 


grows in value over years, an ex- 
book value 
will be available to provide additional 


for the 


cess of market value 


benefits employees and help 


maintain the purchasing power of the 
pensions in the face of a spiraling cost 
of living. 


Experts tell us that around $14,000 
is necessary to fund a pension of $100 
a month for a worker retiring at age 65. 
If the pension liabilities of a major part 
of all employees were funded, the vol- 
ume of pension trusts would be colossal. 
Assuming that only bonds could be 
purchased, it would create the need for 
a tremendous addition in the debt of 
this country and its companies. I hate 
to see such a trend and would worry 
about our sources of equity capital in 
the future. To insure that new bond 
issues are sound, additional equity must 
be invested in the enterprise. If pension 
funds use common stocks, the 
well established companies will have a 
large and continuing source of money 


some 


for years to come. 
A A & 


Pension Deductions 
Endangered 


Employers may not get tax deductions 
on their contributions on account of pen- 
sion and social insurances in certain 
types of collective bargaining agree- 
ments, according to Meyer M. Goldstein, 
Director of Pension Planning Company 
of New York. Speaking at the Ninth An- 
nual Institute on Federal Taxation, New 
York University, Mr. Goldstein said: 

“The normal case would enjoy tax ex- 
emptions. However, there are many pit- 
falls. For instance, the cents per hour 
type of pension plan could be tax de- 
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ductible if standing alone. However, 
when coupled with an attempt to indi- 
cate specific benefits such as $100 per 
month including Social Security, then 
such a plan could fail to receive em- 
ployers tax deductions unless, perhaps, 
an actuarial determination would prove 
that the cents per hour were adequate 
to support predetermined benefits. 


“Further, a tax qualified plan must be 
primarily a pension plan and not a gen- 
eral welfare plan. Also, it may be noted, 
that an employer cannot necessarily set 
up a tax approved pension plan which 
arbitrarily covers all employees, except 
union employees as such. Any such 
classification must be demonstrated as 
being non-discriminatory, such as, per- 
haps, indicating a separate plan for 
union employees. 

“Generally, employer’s contributions 
to a social insurance program are de- 
ductible, for his employees and depend- 
ents. However, the benefits and benefici- 
aries must be clearly determinable.” 

A A A 


Mutual Deposits Top 
$20 Billion 


For the first time in their history of 
almost 150 years, deposits in the coun- 
try’s 529 mutual savings banks exceeded 
$20 billion at 1950’s end. 
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ULTIMATE PROPERTY IN AMERICA 


Self-Possession of Soul the Key to Ideological Differences 


DR. T. V. SMITH 


Professor of Philosophy and Politics, Maxwell Graduate School of Citizenship and Public Affairs, 


E Americans shall never under- 

stand fully our institution of prop- 
erty until we have assimilated “prop- 
erty” to its close word-relative propriety. 
Property, which begins with the tang- 
ible and the external, does not end until 
it matures in preciousness of man’s pri- 
vacy. Man’s self-possession is man’s final 
property. 


In the great conflict of values in 
which we are presently engaged with 
Soviet Russia, let us make an inspection 
of the facets of value in order to locate 
our final reliance. This reliance is not, 
surely, the outer layer of property known 
as land and houses and machinery of 
production. Both the Russians and we 
hold that form of property to be so dear 
that we wage a cold war to see who 
shall control and own it. 


But whether that outer shell of our- 
selves shall be privately or communally 
owned is a matter of but intermediate, 
not of final, concern. A man will in a 
pinch give us all that he owns, and do 
it gladly, to save that other form of 
property which comes closer but itself 
not the closest to his soul. This second 
layer of property which protects the 
self we may denominate as “Safety.” It 
is spelled out in the institutions we have 
built around us to save our final king- 
dom, our ultimate property, from dese- 
cration. Of such institutions the State is 
most conspicuous and the Church the 
most intimate. 


I. Religion and Man’s Final Preperty 


That the delicate matter of religion is 
not fully understood by Americans is 
manifest in the growing attack on “se- 
cularism” by sectarians. Separation of 
church and state, our oldest and dearest 
constitutional doctrine, is secularism; 
not something opposed to religion but 
something which is the very condition 
on which the safety of religion (in 
America, the churches) depends. 


Any church opposing equal rights of 
all churches is itself opposing the spirit 


From address before Mid-Winter Trust Confer- 
ence, New York, Feb. 7, 1951. 
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Syracuse University, New York 


of religion. Sectarianism brands the de- 
mand of equal justice to all forms of 
beliefs as “secularism’’—and scorches it- 
self in the process of branding its betters. 
Whoever seriously sets religion as the 
real issue with Russia is, whatever his 
motive, actually playing the Russian 
game so far as religion is concerned. 

Jefferson’s own devotion to religious 
freedom rested roomily on both the 
harmlessness and the sacredness of pri- 
vate conviction. It is this double thing 
which religion symbolizes. The harm- 
lessness of even the most sacred belief 
Jefferson put in these provocative words: 
“It does me no injury for my neighbor 
to say there are twenty gods or no god.” 
had discovered, indeed. that 
religion is different from the dogmas 
about it; that the value of what men be- 
on 


Jefferson 


lieve, or disbelieve. is conditioned 
their freedom to disbelieve or to believe. 
Secularism may be the opposite but it is 
not the enemy of religion. It is the ene- 
ism. which itself is the 


my of sectariar 


true enemy of religion. 
If. Politics and Man’s Final Property 


As religious sectarianism in America 
the real with 
Russia, so economic sectarianism in 
Russia take us far afield. 
The Communists have long tried to 
attention upon the 
question of private property as the chief 
bone of contention. They get us offside 
when we follow that lead. The Marxists 
say that we hold to the dogma of private 
ownership of the means of production 
and so must always be athwart justice. 
We do hold with private property, but 
not to the extent that they think and 
not for the reason which they allege. 
The double point can be put in one de- 
murrer: whereas they hold with com- 
munal ownership as a dogma, we hold 
with private ownership as expediency. 
This distinction makes all the difference 
in the world as touching the hope that 
the issue need not permanently divide 
the world. 


We Americans have never made a 
downright dogma of private property of 


diverts us from issue 


would also 


center the world’s 





any kind. Blackstone did declare cate. 
gorically, in the famous “Commentar- 
ies,” that: 
the law for private property, that it will 
not authorize the least violation of it; 


“So great is the regard of 


no. not even for the general good of the 
whole community.” That is perilously 
close to dogma. But, in breaking with 
English misrule. we laid the ground for 
breaking with this English error. 


Locke Blackstone had 
standard, as the end of government, the 


before made 
protection of “life, liberty and prop- 
erty.” Jefferson laid the foundation for 
evolution away from such economic 
orthodoxy by declaring that the ends 
of government are “life, liberty and the 
pursuit of happiness.” Jefferson was not 
against private property: he was against 


encrusting ownership with dogma. 
Blackstone, the British have 


progressed in their own way (how far, 


From 


let any student of the Labor Govern- 
But 
economic rigidity when we broke with 


ment note! ). we broke with such 
British imperialism. Our progress has 
been steady in the direction of determ- 
ining by expedience alone what prop- 
erty in general, including what specific 
means of production, can most fruitfully 
be owned privately, what communally, 
what be privately owned but publicly 
controlled or operated. The absence of 
dogma makes all the difference. There 
is hardly a city in America in which 
one cannot find every form of owner- 
ship taken for granted, from the purest 
privacy as touching the toothbrush, for 
instance, to the sheerest communalism 
as touching the postoffice, for example. 
The issue is falsified which would make 
the ownership of property the focal 
quarrel. There is nothing save dogma 
on Russia’s part to prevent our moving 
in each other’s direction as regards this 
issue, with mutual toleration. 


III. Man’s Ultimate Property Itself 


The fundamental trgible now 
emerges, and with it the re @issue can 
be disclosed. The trouble i-@thodoxy. 
If Russia held her irreligg 3 with the 
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leeway we hold our religion and if she 
held her brief against private property 
with the leeway we hold our belief in 
private property, there need be no con- 
flict between us. But orthodoxy, whether 
in religion or in economics, implies 
heterodoxy; and heterodoxy always in- 
vites purgation of belief if not liquida- 
tion of believers. That we ourselves have 
no such orthodoxy, and consequently 
no heterodoxies, Mr. Justice Jackson 
has but recently again articulated: “If 
there is any fixed star in our constitu- 
tional constellation, it is that no official, 
high or petty, can prescribe what shall 
be orthodox in politics, nationalism, re- 
ligion. or other matters or opinion.” 


Thus: the real issue is not privacy of 
property, any property—but the prop- 
erty of privacy, all privacy. Russia's de- 
nial of the right of private property is 
not against but 


directed property, 


against privacy. Russia’s onslaught 


Seiememenemeeeee, } a ——— 


against religion is directed not against 
the substance of belief, but 
what religion symbolizes: man’s private 
and sovereign right to believe or to dis- 


against 


believe or to misbelieve. 

The Russians have forced us to dig to 
bedrock and to see the naked need of 
private property as protection for pri- 

| vacy itself. So long as a man may sur- 


trust 
services 


chicago 


round himself with land or walls or eti- 
quette or other forms of social distance, 
he can cushion in varying degrees the 
tribal attack upon his personal privacy. 
Strip him of every material investment, 
however, and his spiritual sovereignty 
is now open to the brutal pounding tides 
of gregariousness. With all material pos- 
sessions gone, personal integrity has 
only the immunity of martyrdom. 


The Communists learned how ineffec- 
tive martyrdom is; they taught it to the 
Nazis; and now, refining the lessons, 
they threaten the whole world with 
spiritual impoverishment as the end- 
product of material deprivation. The 
threat is not merely the propaganda of 
the word abroad; it is of the deathly 
deed at home. 


Lethal Orthodoxy 


The first manifestation of their lethal 
orthodoxy was in economics. Starting 
with those who had no property, the 
productive energy of the propertyless 
was made the industrial base, as their 
frustration and envy became the moral 
norm of Communism. Progress could 
through the operation of 
their enmity, and so “class conflict” be- 


come only 


came the only means toward improve- 
ment. The deserts of the envious were 


defined by dogma as the only meaning 
of justice, and so any value “surplus” 
to their grasp was surplus to their un- 
derstanding. Anybody tainted by this 
surplus was thereby marked for enmity 
and for eventual liquidation. The only 
need remaining to complete the odious 
theory of orthodoxy was for somebody 
to seize power and proclaim that he did 
it for the unprepossessing but all-deserv- 
ing proletariat. 


With orthodoxy so dogmatically 
founded and so well buttressed, the stage 
is set for what orthodoxy always im- 
plies: war against heterodoxies. Who- 
ever and whatever are not for all this 
are against the revolution, which is to 
say against all justice and every right. 
What is a menace as long as it remains 
is this sacred thing of privacy, “the 
right to be let alone” in one’s thoughts, 
convictions, opinions—the right indeed 
to freedom in religion, in politics, in 
art, in science. 

Religious convictions were of course 
doomed by atheistic dogma. There was 
nervousness among liberals as the virus 
of orihodoxy came to override convic- 
tions in the verbal arts. This nervous- 
ness deepened to anxiety as painters 
joined poets and novelists, to suffer the 
jibe: “It’s pretty. But is it Art?” The 
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type of reassurance which orthodoxy 
gave for its deeds caused more constern- 
ation, if possible, than the suppression 
itself. After the far-reaching artistic 
purge last year, the authoritative censor 
bellowed in the best staccato of the 
commissar: Only artists who have the 
truth are free. Our artists are the only 
ones who have the truth. Therefore, our 
artists are the only free ones in the 


world. Q.E.D. 


The final blow has now struck, struck 
with a thud felt throughout the world. 
Science, the liberal’s citadel of inde- 
pendence, has fallen. Mendelianism is 
false, by declaration. The accepted—we 
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had supposed experimentally established 
—truths of genetics have been branded 
as “deviations.” The heretics who were 
yesterday free men are now denied any 
privacy of opinion and in many cases 
any immunity of person. 


IV. Property and Propriety 


This, then, is and remains the issue 
with Communism: the propriety of pri- 
vacy. Here we stand; from this there is 
no retreat of honor. Herefrom, if com- 
promise there is to be, Russia must yield. 
We can now see that it is not her irre- 
ligion but the authoritarianism of it 
which thwarts our spiritual resiliency. 
It is not her opposition to private prop- 
erty that balks our efforts at a middle 
way of life; it is her dogmatic determ- 
ination to possess and to suppress indi- 
vidual integrity. Minus her dogma, our 
differences are not irreconcilable, given 
time. But no time is sufficient against 
dogma, unless its sufficiency be shown 
by the detumescence of dogma itself. 


There is one surprise upon whose frui- 
tion our hope must primarily rest. That 
is the surprising discovery that our 
sharpness of conflict over privacy itself 
is only of the here and now. The today 
of Communism is dismal, say devotees, 
because of and for the sake of a brighter 
tomorrow. 

Logically, this is difficult to credit 
because the then and the now are con- 
tinuous. Ethically, say the Communists 
in the full bloom of paradox, discon- 
tinuity constitutes our only hope. “Come 
the revolution,” all will be not only 
otherwise but entirely opposite. Peace 
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will supplant war; classlessness, class 
conflict; comradeship, compulsion and 
liquidation. All these evils must be per. 
petrated here and now (stirring them 
up where they do not exist) in order | 
that all these goods may be enjoyed 
then and there, “come the revolution.” 
The distance between here and now and 
then and there is illimitable. For a fact, 
the blessings of pure Communism are | 
not due on any Marxist or Leninist or 
Stalinist calendar until all this living 
generation is already dead. This “good 
news of damnation” has its final climax 
in the birth of pure individualism out 
of the systematic violation of all per.| 
sonal privacy. 


The full extent of this paradox is not | 
adequately emphasized by either friend 
or foe of Marxism. Karl Marx makes 
transparently clear that the goal of all 
this harsh regimentation is the sheerest 
anarchism. The Never-Never land is a 
narcissism in which each does what he 
pleases, when he pleases, with but the 
responsibility of the adolescent for the 
resulting pains. 

Let us assume, with Marx, that the 
goal of life is chronic adolescence. The 
question still presses: Can we get to 
Utopia by 
exact opposite direction? Great is the 
loss if the going actually takes us to- 
ward its own type of goal. We will have 
destroyed by enmity all that civiliza- 
tion has built, in the fatuous hope that 
amity can be made to rise automaticall) 
and miraculously from the spiritual 
holocaust of a class war. 
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selves if we are ever to enjoy perfection. 
No when can arise save out of some 
now. The habit of liquidation develops 
expectations which cannot themselves 
be liquidated save by continued sadism. 
If enemies marked by yesterday’s dogma 
for liquidation play out, then further 
victims must be provided by newly de- 
fined “deviations”; for liquidate men 
must if by character they have become 
liquidators. 


The Hope 


As the Communist’s idyllic ends and 
his brutal means are compensatory to 
each other in the vicious circle of ethical 
iniquity and logical obliquity, so they 
war against each other’s integrity. There 
is some hope in this mutual attrition 
which obtains between the means and 
ends. Such attrition might wear down 
the Communistic faith in dogma, remov- 
ing thus the only inexorable barrier. 


The mild hope that, given time, Com- 
munism may find a homeopathic cure 
for its irreality—a hope treasured in the 
absence of any other—is double, as the 
Communist dogma is double. The Com- 
munist’s faith is negative as well as 
positive. He counts, that is, upon the 
inevitable failure of our capitalistic 
democracy. If. we find the wit and the 
will to abort his negative faith, we will 
thus intensify the attrition of his ex- 
travagant means against his exaggerated 
ends. Stalin has declared, in qualifica- 
tion of Marxist prediction, that the State 
its attribute of 
wither away as long as capitalism re- 


with violence cannot 


mains. Every day, therefore, that we 





keep democracy alive, marks a further 
posponement of the idyllic ends and 
adds a psychological increment to the 
Communist’s own tensions. Our every 
success at justice deepens the portentous 
gulf between his means and his ends. 
As our success decreases the comfort of 
his negative theology, we increase the 
discomfort of his perverse theodicy. 


This hope of gradual reform through 
the inner tension of a paradox is ad- 
mittedly thin but not for that reason 
necessarily vain. The double burden— 
of hope endlessly delayed and of guilt 
daily deepened—may yet prove too 
much for Communism. If dogma proves 
too much for the dogmatist, free men 
may breathe freely again. And with that 
free-breathing comes again into bold 
and beautiful relief man’s ultimate prop- 
erty: the possession of his soul not 
by another but by his own sovereign 
self. This is the ultimate property which 
Americans hold in trust for all mankind. 

A A A 
Work and Wealth 


Today’s working man (and we include 
everyone from the highest-salaried to the 
lowest-paid worker) needs more than 
skill and smartness. These are days when 
qualities of character are more import- 
ant than ever before: stability, toler- 
ation, co-operation, and_ self-restraint. 

No cheating or bargaining or smart- 
ness will ever get a single one of our 
wants out of nature’s storehouse at half 
price. As a nation, we cannot buy and 
consume twice as much goods as our 
grandfathers did unless we produce twice 
as much goods. 

Work has as its purpose the production 
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of things to use and services to enjoy. 
Business is not a struggle for wealth 
that already exists, but a system of co- 
operation in producing and exchanging 
things that people want. The more things 
we produce, the greater choice we have 
of things to enjoy, and the more we will 
have to exchange for things we desire. 


Social and political dreamers foster the 
fallacy that work was imposed upon 
mankind as a punishment. They do this 
because the notion breeds discontent and 
thereby furthers their purposes. In fact, 
as every thinking man and woman will 
admit, work is strengthening, satisfying, 
and essential to human happiness. 

From January Letter, Royal Bank of Canada 
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FEDERAL TAX OUTLOOK GRIM 


ROSWELL MAGILL 


Cravath, Swaine & Moore, New York; 
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RIDGING the $16.5 billion gap be- 
B tween budgeted federal expenditures 
for 1952 and estimated receipts is an 
exceedingly difficult problem in fiscal 
engineering. The bridge can be con- 
structed only of three sorts of materials: 
a cut in expenditures, a raise in taxes, 
or borrowing. Will to cut expenditures 
is in short supply in Washington. Tax 
increases can’t easily win supporters 
among citizens who already feel too 
heavily taxed. Bankers know especially 
well the evils of borrowing to pay cur- 
rent expenses when the federal debt is 
already $257 billion, when inflation is a 
current threat, and when personal and 
business income is high. 

To raise $71.6 billion by taxes would 
require a Spartan program, for $16.5 
billion of new tax money would have 
to be secured in addition to and on top 
of the very heavy taxes now being lev- 


Excerpts from address at 32nd Mid-Winter Trust 
Conference, New York, Feb. 7, 1951. 
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ied. We are already making use of all 
the kinds of taxes; and very little more 
money can be obtained from individuals 
without drastic cuts in living standards. 
The additional money would have to be 
produced, for example: (1) by the re- 
tention of present excises, plus a 10 per 
cent retail sales tax, which is a very 
stiff sales tax; (2) by the reduction in 
the personal exemption from $600 to 
$500, and an increase in the starting 
rate of tax to 25 per cent, so that a 
married man with two children and a 
$2,500 net income will pay $125 instead 
of the $20 he owes under present law; 
and (3) by an increase in the corporate 
rate from 47 per cent to 55 per cent. 
Such a program would certainly dimin- 
ish incentives to work and to earn. Our 
system of corporate enterprise would 
be hard put to it to find money for de- 
velopment and expansion, for both divi- 
dends and retained earnings would be 
seriously reduced. 

Few responsible persons would re- 
commend that, in a time of high national 


income, the proposed budget deficit 
should be covered by borrowing. More- 


over, inflationary pressures are already 
strong. If it is possible without serious 
damage to the economy to pay govern- 
mental and 
then we should do so. 

There is a real opportunity to elimi- 


defense costs as we go, 


nate a good part of the budget deficit 
by cutting expenditures, without serious 
damage to defense needs. Too many non. 
defense expenditures have been retained 
in the budget, on the expressed theory 
that in some way they contribute to the 
defense effort. Since taxes are bound to 


be high, and it will be hard to preserve | 


the economy we are fighting for under 
the stresses and strains we must put upon 
it, all the various items of expenditure 
in the budget should be reviewed and 
subjected to the plain test: is this ex. 
activity 
functions of a free 
economy? The program of loans can be 
cul; 
nomic 


pense or one of the essential 


government in a 


subsidies and aids to various eco- 


governments should be greatly reduced | 


or eliminated; public works programs 
should be deferred until a later day. Ex. 
perts believe the budget can be cut at 
least $10 billion without affecting true 
defense needs at all. 

That line of procedure is by all odds 
the eflicient way of starting to 
bridge the budget gap. Indeed, it is the 
only method that gives any real hope 
If ex- 


penditures are cut $10 billion, the re- 


most 


of solving our fiscal problems. 


groups and to state and _ local | 


aoe 


maining $6.5 billion can be obtained by: | 


(1) an increase in excises to yield about 
$2.2 billion additional: (2) 
in ‘the 


($1.2 


an increase 
raie to 50 per cent 
(3) a 
reduction in the individual personal ex- 
emption from $600 to $500. This rigor- 


ous tax program can be met cheerfully 


corporate 


billion additional): and 


if Congress shows that expenditures have 
really been brought under control. 
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Outlook for Stock Market 


PROSPECTIVE EARNINGS, DIVIDENDS AND SUPPLY ANALYZED 


A. MOYER KULP 


Vice President and Executive Director of Investment Committee, Wellington Fund 


HE high level of business activity 

and commodity prices now existing 
leads to very high corporation earnings. 
The Dow-Jones 30 industrial stock aver- 
age provides a convenient index to 
measure the level and the trend of cor- 
poration earnings. This average showed 
earnings of $25.41 in 1948; $24.99 in 
1949, and $29.50 in 1950. The boom 
following war in Korea caused the an- 
nual rate of earnings to rise sharply 
from $25.64 in the first half to $32.00 
in the last half, adjusted for the new tax 
law passed in December. 


Past experience should throw some 
light on how much war taxes may re- 
duce earnings. In World War II taxes 
were levied which resulted in earnings 
moving sideways during 1942-1945. It 
seems reasonable to expect that taxes 
in prospect will again have the effect 
of cutting back earnings from the cur- 
rent $32. rate to the pre-Korea level. 
World War II experience, therefore, 
suggests an earnings range of about 
$23-25 during the rearmament period. 
An estimate of $25 would seem reason- 
able for the year 1951 because some 
time will elapse before we are fully in 
the rearmament economy. 

Address delivered January 18, 1951, at 4th An- 
nual Forecasting Conference, sponsored by Re- 


search Council of the Chamber of Commerce, Phil- 
adelphia. 


Dividend payments for this average in 
World War II likewise moved sideways. 
On this assumption dividends on the 
Dow industrials during the rearmament 
period might be around $12.50, with 
$14 as the estimate for 1951. This com- 
pares with a dividend of $15.50 in 
1950; $12.00 in 1949 and $10.42 in 
1948. 


Bank and Insurance Stocks 


Bank stocks have real merit as in- 
come investments and gradual long term 
capital appreciation as earnings are 
plowed back and book values rise. High- 
er taxes and increased costs should be 
offset by increased loans, higher inter- 
est rates and rise in deposits. The experi- 
ence in World War II, when earnings 
rose moderately, suggests that bank 
earnings and dividends should be in a 


stable to rising trend. 


Insurance stocks earnings are expect- 
ed to remain stable similar to the ex- 
perience of World War II. Dividends 
likewise are expected to hold at or 
slightly above the present level. 


The net income of public utilities 
dropped about 10% in World War II 
and that is about the worst that is likely 
to happen this time. However, if the 
industry can retain the equitable tax 
treatment received in the 1950 tax law, 
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the present rate of earnings and divi- 
dends should continue with little change. 
Increased output should largely offset 
increased costs since industrial power 
contracts contain escalator clauses. 


The railroad industry earnings out- 
look is more difficult gauge. As 
measured by five large roads, 195] 
earnings prospects are estimated around 
$8.25 compared with $8.92 in 1948; 
$6.32 in 1949, and $10.20 in 1950. The 
present dividend rate of $2.80 might 
rise to say $3.00. The supply-demand 
relationship in equities points toward 
strength. The amount of new industrial 
and public utility common stock finan- 
cing expected this year seems to be 
inadequate to satisfy the demand for 
new equity investments. 


to 


Increased Demand for Stocks 


The trend toward 
ment in common stocks may well con- 


increased invest- 
tinue so long as dividend yields on 
many high grade common stocks are 
about double the yield available on 
high grade bonds and about 50% higher 
than the yield provided by high grade 
preferred stocks. The combination of 
214% 3% bond yields and_ the 
gradual decline in the purchasing power 
of this reduced bond income has so 
drastically reduced the real income of 
investors that both individual and cor- 
porate investors have steadily increased 
their common stock holdings in order 
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During 1950 legal trus**in New York 
were authorized to inves; ap to 35% of 
resources in common stéiiges. New York 
savings banks are tal¥y¢e about the 
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*Such a bill has been introduced.—Ed. Note. 
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causing many investors to hold on to 
stocks even in high markets when they 
might otherwise become sellers, and 
by increasing the demand for stocks as 
investors add to present stock holdings. 


In addition, the demand for stocks 
has expanded. Mutual investment funds 


_ have become larger investors. Their re- 


sources are now over $2.5 billion and 
that net sales of mutual funds’ shares 


in 1950 were about $250 million. A 


eee 


large part of this money is invested in 
common stocks. 


Then there is a new, large and grow- 
ing investor in the form of pension 
funds. Competent observers have esti- 
mated that pension funds are currently 
investing at an annual rate of about 
$1.5 billion. Even if only a modest per- 
centage of this flow of savings is in- 
vested in common stocks, the influence 
on the stock market will be pronounced 
because the demand will be concentrated 
in a relatively small number of high 
grade common stocks. If recent mutual 
fund and pension fund trends continue, 
we may be on the threshold of a new 
phase in our financial history whereby 
the mass savings are becoming institu- 
tionalized in equities as well as dollars. 
Such a development would be a power- 
ful influence in improving the price 
earnings ratio and reducing the relative- 
ly high yield which stocks have been 
providing. 


Dividend Data 


Since investing institutions have be- 
come a predominant influence in the 
stock market, dividend yields more than 
ever are a major factor in determining 
stock prices. 


The dividend assumptions and new 
investment trends discussed in this anal- 
ysis, together with present yield rela- 
tionships between fixed income securi- 
ties and common stocks, suggest a sound 
investment value range about five to ten 
percent higher than in 1950 when the 
Dow-Jones industrial range was 195- 
236. This premise sets up a target of 
205-260. The conservative investment 
school generally seems to favor a range 
of 200-250. The floor of this latter range 
would provide a yield of 6% to 7% on 
a $12-14 dividend assumption, while the 
ceiling of this range would provide a 
yield of 4.7% to 5.6%. 

Leading bank stocks yielding about 
4.4% on well protected dividends ap- 
pear definitely attractive in comparison 
with a yield of 3.75% afforded by high 
grade preferred stocks. Leading bank 
stocks could easily rise ten percent. 


Fepruary 195] 


Leading insurance stocks yielding 
3.3% on well protected dividends ap- 
pear attractive in relation to high grade 
preferred stock yields if due considera- 
tion is given to the growth factor; their 
market price should hold up well. 


High grade public utility stocks cur- 
rently yielding 534% to 644% appear 
to have outstanding merit for income 
investment. These yields would not be 
diminished much even if some of the 
present favorable tax position is lost. 
The market for utility stocks has been 
depressed by war and inflation fears 
and seems entitled to a 5-10 percent 
rise. 





BETTER 
SERVICE 
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The prospective yield of 6.5% indi- 
cated for five leading railroad stocks 
probably harbors more risk than the 
other groups discussed if the indetermin- 
ate long run outlook for the industry is 
considered. For the near term the favor- 
able earnings and excess profits tax 
position of most railroad stocks sug- 
gests a further market rise, but they 
are probably better suited for specula- 
tors than investors. 


These are generous yields for ap- 
parently well protected dividends in 
high grade stocks. It is important to 
realize though that we are in a period 
where discrimination among industries 


TRUST DEPARTMENTS OF BANKS 
AND THEIR 
PROSPECTIVE CLIENTS 


V Vi the Ira Haupt & Co. Watching Service, you 
keep your clients constantly informed on matters 
affecting trust investments. The Service provides a 


continuous watch for every development which has a 
bearing on your portfolio. Items are briefed and mailed 
to you on your stationery if you so desire so that 

you may send them to your clients. 


As evidence of your careful attention to trust investments, 
the Watching Service pleases old clients, attracts new 
ones. Trust Officers find it an effective, convenient 

way to keep informed of earnings, sales, production, 
dividend notices and other matters essential to 


good supervision. 


For full information on how your Trust Department 
can benefit from the Ira Haupt Watching Service, 
send for this booklet today. There is no obligation. 


IRA Haupt & Co. 


Members New York Stock Exchange 


New York Curb Exchange 
New York Cotton Exchange 
New York Produce Exchange 


111 BROADWAY 





WOrth 4-6000 


Commodity Exchange, Inc. 
Vew Orleans Cotton Exchange 
Chicago Board of Trade 
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and particular companies will be most 
important because of the varying short 
term and long term outlook, as well as 
the market price factor. Experience tells 
us that while markets must be expected 
to swing above and below sound invest- 
ment value ranges, such projections are 
nevertheless helpful in setting up an in- 
vestment program adapted to the needs 
of a particular individual or institution. 





INTERNATIONAL BUSINESS 


MACHINES CORPORATION 
590 Madison Ave., New York 22 


The 144th Consecutive 
Quarterly Dividend 


The Board of Directors of this Corporation has 
this day declared a dividend of $1.00 per share, 
payable March 10, 1951, to stockholders of 
record at the close of business on February 16, 
1951. Transfer books will not be closed. Checks 
prepared on IBM Electric Punched Card Ac- 
counting Machines will be mailed. 

A. L. WILLIAMS, Vice Pres. & Treasurer 
January 30, 1951 





Union CarBipeE 


AND CARBON CORPORATION 


UCC, 


A cash dividend of Fifty cents 
(50¢) per share on the outstanding 
capital stock of this Corporation 
has been declared, payable March 
5, 1951 to stockholders of record at 
the close of business February 2, 
1951. 


KENNETH H. HANNAN, 


Secretary 


Southern California 
Edison Company 


DIVIDENDS 


CUMULATIVE PREFERRED STOCK 
4.08% SERIES 
DIVIDEND NO. 4 


CUMULATIVE PREFERRED STOCK 

4.88% SERIES 

DIVIDEND NO. 13 
The Board of Directors has author- 
ized the payment of the following 
quarterly dividends: 

2514 cents per share on the 
Cumulative Preferred Stock, 
4.08% Series; 

3014 cents per share on the 
Cumulative Preferred Stock, 
4.88% Series. 

The above dividends are payable 
February 28, 1951, to stockholders 
of record February 5, 1951. Checks 
will be mailed from the Company's 
office in Los Angeles, February 28, 
1951. 

P.C. HALE, Treasurer 


January 19, 1951 
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COMPARATIVE E LOS 
PERCENT AAA BONDS, HIGH GRADE PREFERRED STOCKS, AND COMMON STOCKS PERCENT 
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SOURCE: BONDS AND COMMON STOCKS-MOODY'S INVESTORS SERVICE, PREFERRED STOCKS- STANDARD AND POORS CORP. 


BANK 


In banking we have always counted 
on the readiness of shareholders to buy 
new stock as a reserve supply of capital. 
The substantial discounts at which bank 
stocks are selling make it much more 
difficult to find a way of pricing new 
stock that is at once attractive to share- 
holders and advantageous to the offering 


bank. 


Private banks have become few in 
number in this state, but there are a 
great many institutions still left whose 
stock is closely held, especially by fami- 
lies. I believe it would be good for bank- 
ing if more individual buyers of a bank’s 
stock could be recruited in a community 
when a small group or a family finds it 
necessary to put its holdings on the 
market. It would also be good for bank- 
ing if bank stocks were finding wider 
favor among both large and small in- 
vestors generally where no thought of 
control is involved. All too often these 
days any display of interest in a bank’s 
shares grows out of an expectation that 
the institution is about to be merged. 
Often a larger bank makes an offer for 
a smaller bank not because it is particu- 
larly pleased with the latter’s earnings 
but because it is displeased with its own. 


Bank stocks have been eligible invest- 
ments for savings banks throughout New 
England for many years. Yet it is of in- 
terest that when a group of savings bank 
investment experts in this state made a 
study of equity investments for their 
institutions they found that the most 
promising common stocks at this time 
were not those of commercial banks. 


Bank stocks should not become specu- 


STOCK EARNINGS 


lative favorites, because of merger pros- 
pects, widely fluctuating earnings, or 
otherwise. At the private 
banking must win its’ way competitively 
with stockholders if its future is to be 
secure. | have heard that banking stands 
at the very bottom of the list of priorities 
in England of the industries that are 
allowed to raise capital in the market. 
Our ideas about bank capital differ 
greatly from those in vogue over most 
of the rest of the world. 

At a glance banking in this country 
appears to have reached a high state of 
well being. There have been no failures 
But if we look 
behind the appearances we find bank 
stockholders have been on rather short 
rations. One out of every ten banks in 
the state is unable for one reason or 
another to pay dividends. The public 
rates the earning power of banks so low 
that it is unwilling to buy bank stocks 


same time, 


for nearly seven years. 


except at a good deal less than their 
liquidating value. 

There are two ways of attacking this 
problem. The first is of the self-help 
kind. It does not appear that the Treas- 
ury will ever consent in the foreseeable 
future to pay appropriate rates for its 
borrowings, but the banks can devote 
more effort to confining these uneco- 
rates to the issues 
alone. The second approach is for the 
authorities and banking alike to explore 
ways of restraining credit without at the 
same time inflicting injury on bank earn- 
ings. 


WILLIAM A. LYON, Superintendent of Banks 
of New York State. In address at Mid-Winter 
Meet of New York Bankers Assn. 
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Bank Holds hdoaneedt Finance Forums 


The question, “What follows a For- 
um?” has been effectually answered by 
the First National Bank of Minneapolis. 
An “Advanced Forum” for women was 
completed December 4, 1950, and the 
series for men follows in February and 
March. 

Building on the enthusiasm which 
greeted its first Women’s Finance Forum 
in November 1949* and the equally 
strong support given its first Men’s For- 
um in March and April of 1950**, the 
bank planned the advanced programs to 
meet the flood of requests for further 
information along these lines. Four week- 
ly meetings have been scheduled. More 
than half of the 900 women “graduates” 
of the earlier forum enrolled for the 
advanced course. 

Since attendance was limited to mem- 
bers of the previous session, newspaper 
publicity was not used for the Advanced 
meetings. Instead, personal letters were 
mailed resulting in approximately 500 
applications. Admission tickets were not 
mailed but were included in the binder 
presented to those attending the first 
session. Mimeographed outlines of the 
addresses were provided at the close 
of each session, as heretofore, supple- 
menting the individual’s own notes. 

Presiding at the meetings were Mal- 


*T&E 1/50 p. 50. **T&E 6/50 p. 


colm B. McDonald, vice president, and 
King Bennethum, assistant cashier. 
Stahrl Edmunds, economist of the North- 
western National Life Insurance Com- 
pany of Minneapolis, addressed the 
opening session on the effects of cur- 
rent economic trends upon personal and 
family life and the prospect of long 
term inflation. 


At the second meeting Arthur C. 
Regan, vice president of the bank, and 
G. Sidney Houston, vice president of 
First Service Corporation, collaborated 
in describing the three steps for analy- 
sis of security values: 1) general busi- 
ness conditions, 2) future prospects of 
a selected industry, and 3) the compara- 
tive position of the particular company. 


Two insurance executives divided the 
third D. W. Swanson of St. 
Paul Fire & Marine Insurance Company, 
explained the pnaciples of property in- 
surance and responsibilities of the in- 
sured. John C. Parish of St. Paul — 
Mercury Indemnity Company, discussed 
casualty insurance coverages identified 
with the home and the importance of 


session. 


programming. 

At the last meeting Dr. E. L. Butz, 
head of Purdue University’s department 
of agricultural economics, emphasized 
the dangers of “the growing philosophy 
of reduced output.” He condemned alike 


DIVIDEND PAYMENTS IN 1950 ON COMMON STOCKS LISTED ON THE N. Y. STOCK EXCHANGE 


No. of 


issues Number Paying 


Listed Cash Dividends 
Industry 12.31-50 1949 1950 
Aircraft oes a] 12 18 
Ammsomemt . 2 2 2 2 eo 19 18 
Amemetive .... ++: 7 59 61 
Building Trade a acter ee 29 20 
6 6 > © 0 * = s » 72 75 
Electrical Equipment cas te 18 18 
Farm Machinery . > bie ? ? 
ae cee ee 30 30 
Food Products & Beverages . 63 , 61 
Leather & Its Products . . . 9 
Machinery & Metals . 98 9 
EY 6, we > Se 3: 32 
Ofice Equipment .... . 9 4 
Paper & Publishing 3 31 
Petroleum & Natural Gas. . . 43 43 
Railroad & R. R. Equipment . 37 ol 
Real Estate 7 9 
ee 64 
Rubber . . . g 
Shipbuilding & Operating . . 
Steel & Iron . ; 36 
Rr ee 3 42 
Tobacco - 15 
Utilities ee we oe 93 
U. S. Cos. Oper. Abroad. . . 19 
Foreign Companies. . . . . - 16 
Other Companies. . . . . . 17 
Total . 


Number 
Paying 
Increased 
Dividends Dividends Dividends 


12 
10 
43 
20 
BY 
14 

5 
28 
35 

4 
66 
7 


Number 
Peying 
Same 


Number 
Paying 
Reduced 


Estimated 
Aggregate Amount of 
Dividend Payments 
1950 


46,566,000 
71,409,000 
769,683,000 
83,767,000 
670,482,000 
168,225,000 
60,977,000 
116,546,000 
233,233,000 
19,203,000 
201,042,000 
183,630,000 
34,703,000 
83,343,000 
709,006,000 
240,649,000 
15,951,000 
270,993,000 
43,583,000 
14,838,000 
275,781,000 
88,500,000 
82,409,000 
697,975,000 
73,112,000 
110,537,000 
37,521,000 
$5,403.664.000 


1949 


$ 35,421,000 $ 
54,475,900 
520,271,000 
71,377,000 
493,169,000 
100,712,000 
50,232,000 
81,967,000 
216,356,000 
20,384,000 
161,798,000 
145,303,000 
31,773,000 
69,541,000 
577,822,000 
228,599,000 
14,663,000 
244,869,000 
32,627,000 
15,320,000 
190,613,000 
83,717,000 
79,669,000 
579,333,000 
64,364,000 
94,505,000 
25,916,000 
$4,284,796.000 
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Cash dividends paid on common stocks listed on the New York Stock Exchange amounted 
to $5,403,664,000 in 1950, according to the January issue of The Exchange. This represented 
a gain of 26.1% over the 1949 figure. More than 89% of the 1,039 stocks listed paid 
dividends, with 62% of these 930 paying more than the year before. The table above shows 
the breakdown by industries. The median average yield based an Dec. 30, 1950, prices was 
6.7%, with more than half the dividend payers returning from 5% to 9% at year-end prices. 
A separate list, available from The Exchange, reveals that the 299 stocks with 20-year-or- 
longer dividends records produced an average yield of 6.1%. This group includes most 
equities in demand by personal trusts, pension funds and other institutional investors. 
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the restrictive practices and feather-bed- 
ding advocated by some sections of labor 
and the monopolistic practices and re- 
straints of trade supported by some sec- 
tors of American business. He said that 
the decision between more or less goods 
and services will determine whether the 
United States eventually becomes a 
nation of “Princes” or of “Paupers.” 
AAA 

A fair return is not dreamed up... 

The criterion is the rate it takes to at- 


tract capital. NATIONAL CITY BANK 
MONTHLY LETTER. 





Consecutive 
Dividend 


e Directors of First Bank Stock 
Corporation, Minneapolis, Min- 
nesota, on January 17, 1951, de- 
clared a quarterly dividend of 25c 
per share on outstanding capital 
stock payable March 12, 1951, to 
stockholders of record at the close 
of business February 16, 1951. 


E. O. JENKINS, President 








———— = 


AMERICAN Standard 


Rapiator’ Sanitary 
Yew York CORPORATION Pittsbuegh 


PREFERRED DIVIDEND 
COMMON DIVIDEND 


A quarterly dividend of $1.75 per share 
on the Preferred Stock has been declared, 
payable March 1, 1951 to stockholders 
of record at the close of business on Feb- 
ruary 19, 1951. . 


A dividend of 25 cents per share on 
the Common Stock has been declared, 
payable March 24, 1951 to stockholders 
of record at the close of business on Feb- 
ruary 19, 1951. 














JOHN E. KING 


Treasurer 














A quarterly dividend of $1.00 per 
share has been declared on the 


$4Cumulati e Preferred Stock 


payable March 15, 1951 to stock- 
hoiders of record at the close of busi- 
ness March 1, 1951. 

A quarterly dividend of $.50 per 
share has been declared on the 
Common Stock payable March 
10, 1951, to stockholders of record 
at the close of business February 24, 
1951. 

CLIFTON W. GREGG, 
Vice-President and Treasurer 
February 7, 1951 
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TRUST PERSONNEL CHANGES 


ALABAMA 


Birmingham—Two assistant trust of- 
fiers appointed by First NATIONAL BANK 
OF BIRMINGHAM are: J. B. NeSmith, 
manager of the mortgage loan division, 
and Plato B. Britton, manager of the 
securities investment division of the 
bank’s trust department. 


Mobile—First NATIONAL BANK pro- 
moted Harwell E. Coale to vice president 
and trust officer. A Phi Beta Kappa 
graduate of University of Alabama, Mr. 
Coale joined the bank in November 1929, 
and advanced through assistant trust 
officer, trust officer and assistant vice 
president to trust officer in March 1950. 


CALIFORNIA 


Los Angeles—E. L. Johnson, formerly 
assistant secretary, was elected secretary 
of CALIFORNIA Trust Co. He joined 
the trust company staff in 1946 short- 
ly after discharge from the Navy with 
the rank of Lieutenant Commander. He 
received his LL.B. degree at Western 
Reserve University, Cleveland, Ohio, and 
practiced law in Cleveland for several 
years. 


Los Angeles—At CITIZENS NATIONAL 
Trust & SAVINGS BANK, John E. Reyn- 
olds was appointed an assistant trust 
officer. 

Los Angeles—Lauren H. Conley, in- 
vestment analyst and manager of UNION 
BANK & TrusT Co.’s investment depart- 
ment has been named vice president; A. 
T. Hartwell, Jr., assistant trust officer. 


San Francisco—Fred B. Hack and F. 
E. Canatsy were appointed trust officers 
of WELLS Farco BANK & UNION TRUST 
Co., and Robert T. Scott an assistant 
trust officer. 


Bakersfield — L. R. Cash, assistant 
cashier, has also been named assistant 
trust officer, at BANK OF AMERICA N. T. 
& S. A. 


COLORADO 


Denver — DENVER NATIONAL BANK 
elected Burton A. Smead, Jr., an assistant 
trust officer. Mr. Smead is a graduate 
of the University of Denver, and the 
Westminster Law School. 


Denver—James P. Day and Leslie H. 
Cavanaugh were appointed assistant 
trust officers at COLORADO NATIONAL 
BANK. 


CONNECTICUT 


New Haven—Frank O’Brion has been 
elected president of TRADESMEN’S Na- 
TIONAL BANK to succeed Clifford E. 
Smith, who becomes president of the 
board. Mr. O’Brion was previously exe- 
cutive vice president. 
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New Haven — 
Elton T. Perkins 
retired last month 
as vice president in 
the personal trust 
department of SEc- 
OND NATIONAL 
BANK, after a 42- 
year career in 
banking and trust 
LESTER A. CHAMBERLAIN work, Lester A. 
Chamberlain was promoted to trust offi- 
cer and will assume certain of the duties 
formerly handled by Mr. Perkins. 


Stamford — In 
addition to his 
present title of 
trust officer, Don- 
ald W. Proudman 
of First-STAMFORD 
NATIONAL BANK & 
TRUST CO. was 
made a vice pres- 
ident. 


DONALD W. PROUDMAN 


Bridgeport — J. 
Walker Hill became a senior vice pres- 
ident and trust officer of First NATIONAL 
BANK & Trust Co., where he is in 
charge of the trust department. 


Glastonbury — GLASTONBURY BANK & 
Trust Co. has promoted trust officer 
Jane Lee Viera to assistant secretary. 


Waterbury—Appointed trust officers at 
COLONIAL TRUST Co. are G. A. Anderson, 
Edward G. Hazen, L. D. Warner; C. T. 
Wilson appointed real estate officer. 


DISTRICT OF COLUMBIA 


Washington—Two assistant trust of- 
ficers appointed by RiccGs NATIONAL 
BANK are Miss Dorothy W. Kneesi and 
William C. Palmer. 


FLORIDA 


Miami—Donald W. Thompson and D. 
W. Abel, Jr., have been made assistant 
trust officers at FLoRIDA NATIONAL BANK 
& Trust Co. 


Miami — S. Ed- 
ward Hale, vice 
president and trust 
officer of SECURITY 


TRusT Co., was 
elected a director 
of the company. 


Formerly a_ trust 
officer of New 
York, with more 
than twenty years 
experience in the trust and banking field, 
Mr. Hale became associated with the com- 
pany two years ago. 





S. EDWARD HALE 


Ocala—Clyde C. Long resigned as vice 
president, trust officer and a director of 
COMMERCIAL BANK & TRUST CO., where 
he had been associated for 25 years. 


Tampa—M. B. Sessions, trust officer 
of First NATIONAL BANK, has also been 
appointed vice president, and Wesley H. 
Woltman made an assistant trust officer, 
Mr. Woltman was with the trust depart- 
ment of Guaranty Trust Co. of New 
York until last month. 


GEORGIA 


Atlanta—FULTON NATIONAL BANK has 
named Julian Haliburton and Charles 
Wray assistant trust officers. 


ILLINOIS 


Chicago—Among elections at CITY Na- 
TIONAL BANK & Trust Co., James Beckett 
was made an assistant trust officer. 


Chicago—In the trust department of 
CONTINENTAL ILLINOIS NATIONAL BANK 
& Trust Co., Edward D. Benninghoven 
and Frederick W. Hawley, Jr., were ad- 
vanced from second vice presidents to 





Epw. P. BENNINGHOVEN FRED’K W. HAWLEY, Jr. 
vice presidents; Leo V. Harnden made a 
second vice president; Ernest D. Holmes, 
F. W. Lagerholm, Victor P. Nelson and 
George D. Stevens advanced to trust of- 
ficers; D. Gordon Fithian, Robert G. 
Mullen, Ray F. Myers, Earl W. Rossman 
and Lyle F. Veitch appointed assistant 
secretaries. 


Chicago—aAt 
FIRST NATIONAL 
BANK OF CHICAGO, 
trust department 
changes _ included 
the promotion of 
Paul E. Farrier to 
vice president; 
Kenneth G. Mor- 
ton, assistant sec- 





PAUL E. FARRIER 


S. Swaim, trust officer, to assistant vice 
presidents; James P. Baxter, Charles E. 
Brandriff, Gordon T. Shearer and Har- 
old H. Hawes, to trust officers; August 
J. Hurt, Jr., to assistant secretary. 


Chicago—Donald C. Miller has retired 
as vice president in charge of the in- 
vestment division of the trust depart- 


TRUSTS AND ESTATES 
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ment, HARRIS Trust & SAVINGS BANK, 
after 40 years of service. Horace M. Mod- 
erwell was elected assistant secretary in 
the trust department, while James M. 
Ransom was elected assistant manager 
of trading, in the investment department. 


Chicago—Laurance H. Armour, Jr., 
now associated with the trust department 
of LA SALLE NATIONAL BANK, has been 
elected a member of the bank’s board of 
directors. Joseph K. Clark and William 
G. Dahl, trust officers, were appointed 
assistant vice presidents in the trust de- 
partment; Robert B. Brinkman and Les- 
ter S. Cain, promoted to trust officers. 


Chicago—MERCANTILE NATIONAL BANK 
elected Frank W. Burkman investment 
officer; Stanley L. Leengran, assistant 
trust officer and assistant secretary. 


Chicago—In the investment division of 
the trust department of NORTHERN TRUST 
Co., Henry M. Bodwell was promoted 
from second vice president to vice pres- 





HENRY M. BODWELL J. R. HARDER 


ident; J. R. Harder from assistant secre- 
tary to second vice president; Colby A. 
Cogswell and Francis W. Hausmann, 
elected assistant secretaries. 

Lake Forest—Spencer D. Smith has 
been named vice president and trust offi- 
cer of First NATIONAL BANK. He for- 
merly was trust officer. 


Peoria—COMMERCIAL NATIONAL BANK 
elected Warren M. Webber an assistant 
trust officer. 





INDIANA 

Evansville — Ed- 
ward R. Brashears 
has been promoted 
to assistant vice 
president and trust 
officer of NATIONAL 
City BANK, upon 
retirement of John 
N. Emig under the 
bank’s pension 
plan. Mr. Brash- 
hears has served in the bank’s trust de- 
partment since 1945 as assistant trust 
officer, and is a graduate of the Graduate 
School of Banking of the American Bank- 
ers Association. 





EDWARD R, BRASHEARS 


Fort Wayne—Carl W. Dannenfelser, 
trust officer since the opening of Fort 
WaYNE NATIONAL BANK in 1933, has 
been advanced to vice president. 


Indianapolis—At BANKERS TRUST Co., 
Otto J. Feucht has been elected president 
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to succeed Howard C. Binkley, now chair- 
man of the board. 


South Bend—Roland W. Goheen, vice 
president and trust officer of NATIONAL 
BANK & TRusT Co., has become president 
of that institution. 


IOWA 


Daverport—W. C. Siddle has been ad- 
vanced to vice president and trust officer 
of First Trust & SAVINGS BANK. 


Des Moines — As 
reported in our 
November issue, 
Calvin W. Aurand 
was elected pres- 
ident and chief ex- 
ecutive officer of 
IowA-DES MOINES 
NATIONAL BANK 
succeeding Herbert 
L. Horton, who was 
named to the newly created post of chair- 
man of the board. In addition, Clyde H. 
Doolittle has been promoted from vice 
president to senior vice president, in 
charge of the trust department; Dee L. 
Frost named assistant trust officer. Mr. 
Frost joined the trust department on 
graduating from the law college of Drake 
University in 1948. 


CLYDE H. DOOLITTLE 


KANSAS 
Wichita — FourtTH NATIONAL BANK 
elected E. G. Princehouse a vice pres- 


ident in addition to his present title of 
trust officer. 


KENTUCKY 


Henderson — Former executive vice 
president and trust officer Maurice H. 
Kirby has been elected president, at 
FIRST NATIONAL BANK, to succeed Frank 
H. Delker, now chairman of the board. 

Louisville — At CITIZENS FIDELITY 
BANK & Trust Co., H. F. Zettel was pro- 
moted to trust officer. 


LOUISIANA 


Baton Rouge—T. A. Templet, Jr., has 
been appointed cashier and assistant 
trust officer of LoruIsIANA NATIONAL 
BANK. 

Shreveport—At the First NATIONAL 
BANK, J. Luther Jordon, Jr., has been 
named assistant trust officer. 

Shreveport — CONTINENTAL-A MERICAN 
BANK & Trust Co. elected James C. At- 
kins a vice president. He formerly was 
cashier and assistant trust officer. 


MAINE 


Portland—-Winthrop B. Walker, at 
CANAL NATIONAL BANK, has been named 
vice president and trust officer. 


MARYLAND 


Baltimore—Promotion of Vernon H. 
Rothauge to trust officer was announced 
by BALTIMORE NATIONAL BANK. 

Cumberland—First NATIONAL BANK 


appointed T. Victor Fier as trust officer 
in addition to his present title of assist- 
ant cashier. He succeeds Howard D. 
Vaughn, trust officer, who retired due 
to ill health. 


MASSACHUSETTS 


Boston—STATE STREET TRUST Co. pro- 
moted, among others, Vernon B. Hitchins 
to assistant vice president and trust 
officer; Ralph E. Sellars and John T. G. 
Nichols, 3rd, to trust officer. 

"a. Springfield — At 
the SPRINGFIELD 
SAFE DEPOSIT & 
TRUST Co., Chester 
J. Chambers and 
Robert R. Emerson 
were named senior 
vice presidents. Mr. 
Chambers has serv- 
ed in the trust 
department of the 
bank since 1915 and formerly was vice 
president. A graduate of Northeastern 
University, he is president of Springfield 
Home for Aged Men and the Service 
League Foundation, and trustee of num- 
erous local organizations. 

Watertown—Frederick W. Marriner, 
vice president and trust officer, UNION 
MARKET NATIONAL BANK, has_ been 
named a director. 





C. J. CHAMBERS 


Worcester — 
Herbert V. Lind- 
say, Jr., in charge 
of the tax and es- 
tate planning di- 
vision of the trust 
department of 
WORCESTER COUN- 
Ty TRUST Co., has 
been made an as- 
sistant trust officer. 
Mr. Lindsay has been with the bank 
since 1948, having previously been asso- 
ciated with Equitable Trust Co. of Wil- 
mington, Del., for nine years. 





HERBERT V. LINDSAY, JR. 


MICHIGAN 


Detroit—Edgar B. Galloway, Frank 
Langstrom and Stewart E. McFadden 
were promoted to assistant trust officers 
at NATIONAL BANK OF DETROIT. 


MINNESOTA 


St. Paul—Louis S. Headley, president 
of First Trust Co. oF SAINT PAUL, an- 
nounced his retirement on January 10, 
1951, in conformity with the company’s 





Louis S. HEADLEY 


CHARLES J. CURLEY 
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regulations, but will continue as a direc- 
tor. Charles J. Curley, executive vice 
president of First Trust Co., was elected 
to succeed Mr. Headley. The board also 
promoted trust officers Edward W. 
Spring, Oliver W. Hedeen, and Ulric 
Scott to vice presidents as well as trust 
officers. 


Mr. Headley, a graduate of Harvard 
Law School, entered the employ of North- 
western Trust Co. of St. Paul in 1918, and 
when consolidation of that company and 
Merchants Trust Co. formed the First 
Trust Co. in 1930, he became vice pres- 
ident. He had been president since 1945. 


Board Chairman Philip L. Ray, in pay- 
ing tribute to the retiring trust leader, 
commented that trust business now han- 
dled by the company exceeds 215 millions 
in value. Mr. Headley will be associated 
in the practice of law with the firm of 
Morgan, Headley, Raudenbush and Mor- 
gan, and will be director of the trust 
section of the Graduate School of Bank- 
ing of the American Bankers Association. 


Mr. Curley, a graduate of the Uni- 
versity of Minnesota Law School, entered 
Merchants Trust Co. employ in 1927 af- 
ter service with the Union Trust Co. of 
Cleveland. He has been treasurer of 
the Ramsey Bar Association for many 

years. 


MISSISSIPPI 


Jackson — W. T. 
Brown, Jr., has 
been elected § as- 
sistant trust officer 
of DEPOSIT GUAR- 
ANTY BANK & 
Trust Co. Mr. 
Brown joined the 
bank 14 years ago. 





W. T. Brown, Jr. 
MISSOURI 
Kansas City—Newly named assistant 
trust officers of COMMERCE TRUST CO. are 
D. L. Moriarity and R. H. Ware. 


Kansas City — 
Roland B. Hewitt 
has been elected 
president of UNION 
NATIONAL BANK to 
succeed George R. 
Hicks, who becomes 
chairman of the 
board and chief ex- 
ecutive officer. Mr. 
Hewitt has been 
executive vice president and chairman 
of the trust committee. Two trust offi- 
cers elected were J. W. Ramsey, Jr., and 
W. S. Morris. The new executive vice 
president is W. R. Warner, who was 
advanced from vice president and cash- 
ier. 


R. B. HEWITT 


St. Louis—BOATMEN’S NATIONAL BANK 
named the following assistant trust offi- 
cers: Andrew C. Gunter, Charles J. Mc- 
Mullin and William Pagenstecher. 

St. Louis—Leslie K. Curry was elected 
comptroller as well as vice president of 
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the MERCANTILE-COMMERCE BANK & 
Trust Co., and was elected to the same 
positions in the bank’s affiliate, Mercan- 
tile-Commerce National Bank. He was 
president of the Missouri Bankers Asso- 
ciation last year. 


Edgar L. Taylor, Jesse M. Bristow, 
Oliver J. Wilkins, Henry J. Mohrman 
were appointed assistant trust officers at 
the trust company. 


Frank B. Merget, vice president, cash- 
ier and assistant trust officer of the Na- 
tional Bank, was promoted to vice pres- 
ident and secretary; Walter L. Kaltwas- 
ser to cashier and assistant trust officer. 


NEBRASKA 
Omaha—Daniel J. Monen, vice pres- 
ident in charge of the trust department 
of OMAHA NATIONAL BANK, has been 
elected a director. 


NEW JERSEY 
Little Falls—C. Wellington Dey has 
been named executive vice president and 
trust officer of LITTLE FALLS NATIONAL 
BANK. 


Passaic — PASSAIC-CLIFTON NATIONAL 
BANK & TRusT Co. announced the resig- 
nation of S. Eugene Lindstamer as vice 
president and trust officer, and replac- 
ing him C. Walter Rice. The latter grad- 
uated from Rutgers and Columbia Law 
School and practiced law for 20 years 
before joining the bank in 1943 as as- 
sistant trust officer. 


Roselle Park—Mrs. Jeannette G. Schaf- 
fer, widow of Karl F. Schaffer, who for 
23 years was head of ROSELLE PARK 
Trust Co., was elected chairman of the 
board of directors; Carl R. Smith, for- 
merly with Bankers Trust Co., New York, 
was made assistant treasurer and assist- 
ant secretary. 

NEW YORK 

Ilion—Miss H. Paulsen has been ad- 
vanced to assistant cashier and assistant 
trust officer at MANUFACTURERS NATION- 
AL BANK. 

New York—BANK OF NEW YorK & 
FIFTH AVENUE BANK elected Gerald J. 
Hennessey and Warren Spooner assist- 
ant trust officers; Earl G. Holmes, vice 
president in investment counsel work. 
} % New York—CItTy 
BANK FARMERS 
Trust Co. elected 
Richard S. Perkins 
executive vice pres- 
' ident, and Francis 
/ Pitt an assistant 
, trust officer. Mr. 
| Perkins, son of the 
* late James H. Per- 

kins who was pres- 
ident of City Bank and of its predecessor 
bank, Farmers Loan & Trust Co., has 
been a director since 1948. He has been 
in the investment securities business 
since 1929, and a partner with Harris 
Upham & Co. in New York since 1936. 
Mr. Perkins will assume his duties about 
March first. 





RICHARD S. PERKINS 


New York—William Larsen has been 
appointed an assistant vice president in 
addition to trust officer, at FEDERATION 
BANK & TrRustT Co. 

New York—wWijl. 
liam G. Rabe, vice 
president and di- 


rector of MAnv.- 
FACTURERS TRUST 
Co., has been 


named chairman of 
the trust committee 
to succeed the late 
Ernest Stauffen. 
Mr. Rabe now 
serves as a trustee of Harvey D. Gibson’s 
estate, of which Mrs. Gibson and Manu- 
facturers Trust are co-executors. Mr. 
Rabe’s entire banking career over the 
past 35 years was in close association 
with the late Mr. Gibson. 





WILLIAM G. RABE 


Rochester & Geneva—At the main of- 
fice in Rochester, LINCOLN ROCHESTER 
Trust Co., Thomas E. McFarland be- 
came an assistant trust officer, having 
formerly been personnel director of the 
Community Savings Bank. At the Gen- 
eva office, F. Thayer Sanderson, trust 
administrator, has been promoted to as- 
sistant trust officer. 

White Plains — 
Wallace N. Watson 
has been elected a 
vice president of 
CouNTY TRUST Co., 
and will devote his 
time to estate plan- 
ning and the de- 
velopment of in- 
vestment advisory 
business and trust 
accounts. A _ life member of the Million 
Dollar Round Table, Mr. Watson left 
life insurance work to become president 
of the Estate Planning Corporation of 
New York City. Since 1949 he has been 
operating independently in the business 
of estate planning under the name of 
The Watson Company. 


Syracuse — MERCHANTS NATIONAL 
BANK & Trust Co. elected Robert S. 
Milford an assistant trust officer. 





WALLACE N. WATSON 


Rochester—Clayton R. Kaul has moved 
up to the position of trust officer at UN- 
ION TRUST Co. 

Rochester—CENTRAL Trust Co. elected 
Robert S. Milford an assistant trust of- 
ficer. 

NORTH CAROLINA 

Winston-Salem—Robert M. Hanes has 
returned to active duty as president of 
WACHOVIA BANK & Trust Co., and Rich- 
ard G. Stockton, who had been acting 
president since April 1949 while Mr. 
Hanes was on leave of absence with the 
Economic Co-operation Administration in 
Europe, was made chairman of the board. 
Carlysle A. Bethel has been promoted to 
senior vice president and senior trust 
officer; Richard G. Page, Jr., Stanley F. 
Forester and Robert C. Merritt, Jr., pro- 
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R. G. STOCKTON 


C. A. BETHEL 


moted to trust officers. Mr. Bethel, for- 
merly vice president and trust officer, 
is also chairman of the Employees’ Trusts 
Committee, Trust Division, American 
Bankers Association, for 1951. 

Greenville—GUARANTY BANK & TRUST 
Co. promoted trust officer J. Howard 
Moye to vice president, while retaining 
his present title. 


OHIO 


Cincinnati — FIFTH THIRD UNION 
Trust Co. has appointed Richard C. 
Lang as assistant trust officer. 

Cincinnati—F. E. Grannen has _ been 
raised to trust officer, at LINCOLN Na- 
TIONAL BANK. 

Cleveland Among promotions at 
CLEVELAND TrusT Co. were: H. J. Lam- 
bacher, H. M. Sheeler and J. A. Sheetz, 
to trust officers; E. A. Eisele, Jr., and E. 
H. Hagerty, assistant trust officers; end 


E. E. Eisenmann was elected securities 
officer in the Corporate Trust depart- 
ment. 


Warren—R. M. Brown, formerly ex- 
ecutive vice president and trust officer, 
SECOND NATIONAL BANK, has been elect- 
ed president and will continue as trust 
officer. Succeeding him as executive vice 
president is H. A. Lynn, who also is 
assistant trust officer. 

Columbus—At HUNTINGTON NATIONAL 
BANK, R. Schwartzwalder advanced to 
trust officer, and Oswalt E. Travis, re- 
cently from Bank of New York and Fifth 
Avenue Bank, New York City, was elect- 
ed trust officer. 

Youngstown — Arthur G. Young has 
been elected an assistant trust officer of 
MAHONING NATIONAL BANK. 


OKLAHOMA 


Oklahoma City—H. J. Bozarth has 
been elevated to first vice president and 
assistant trust officer, at Ciry NATIONAL 
BANK & Trust Co., and Walter F. Pralle 
elected assistant cashier and assistant 
trust officer. Dan W. Hogan, Jr., was 
named executive vice president. 


OREGON 


Portland—Charles F. Adams, execu- 
vice president, has been elected president 
of PoRTLAND Trust & SAVINGS BANK, 
while Charles H. Stewart who has been 
president and chairman of the board will 


continue as chairman and chief executive 
officer. 
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Portland—A. H. Miller was promoted 
to the position of assistant trust officer 
at First NATIONAL BANK OF PORTLAND. 
Mr. Miller practiced law before coming 
to the bank in 1942, and now heads the 
tax division of the trust department. 


PENNSYLVANIA 


New Castle—CITIZENS NATIONAL BANK 
elected H. C. Dinsmore executive vice 
president succeeding John J. Maher, who 
retired. Mr. Dinsmore formerly was cash- 
ier and assistant trust officer. 

Philadelphia—C. Alison Scully has re- 
signed as executive vice president and 
has instead been elected adviser to the 
president, at CORN EXCHANGE NATIONAL 





BANK & Trust Co. George R. Clark has 
been named executive vice president, and 
Russell J. Bauer, senior vice president. 


Philadelphia — LAND TITLE BANK & 
Trust Co. elected vice president A. Rob- 
ert Bast to the board of directors. 


Philadelphia — William Fulton Kurtz 
was elected chairman of the board as 
well as president of THE PENNSYLVANIA 
COMPANY FOR BANKING AND TRUSTS, suc- 
ceeding the late C. Stevenson Newhall in 
the chairmanship. 


New officers named are: James R. Ver- 
non, assistant real estate officer; Ray- 
mond Brunner and John W. Hulton, as- 
sistant trust operations officers. 
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We quote from the letter of a Trust 
Officer, whose bank is using this new 


Purse program: 


“The return on our first letter on 
‘Eve Knew the Score’ was tre- 
mendous, surprising, outstanding 
and atomic. We have received 
to date 475 requests for the 
booklet out of a selected list of 


2200 women.” 


The market for TRUST DEPARTMENT 
SERVICE is 80% UNSOLD. 


Let Purse-Planned-Promotion help you 
secure your share of this business. 


Purse programs bring gratifying 


results. 


Write TODAY for a demonstration— 


without obligation. 


THE PURSE COMPANY 


CHATTANOOGA, TENNESSEE 
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Pittsburgh—Don- 
ald C. England has 
been elected a vice 
president of FIDEL- 
1ry Trust Co. A 
graduate of the 
University of 
Pittsburgh Law 
School, Mr. Eng- 
land practiced law 
until 1930 when he 
joined the staff of Fidelity Trust. He was 
elected trust officer in 1937, and is a 
director of a number of companies. 

RHODE ISLAND 


Newport—Cornelius C. Moore, vice 
president and trust officer of NEWPORT 
NATIONAL BANK, succeeds William A. 
Leys as president upon the latter’s resig- 
nation to devote his entire time to the 
presidency of the Savings Bank of New- 
port. George H. Piltz was elected vice 
president. 

Providence—Kenneth J. Tanner has 
been promoted to trust officer at RHODE 
ISLAND HOSPITAL TRUST Co. 


Westerly — Thomas Perry, formerly 
vice president and trust officer, was elect- 
ed president and continues as trust offi- 
cer of WASHINGTON TRUST CO., succeed- 
ing Arthur L. Perry, now chairman. 

TEXAS 

Beaumont — First NATIONAL BANK 
named Martin Davis as assistant trust 
officer. 





DONALD C. ENGLAND 


When you need 


a New Jersey 
bank... 


=. W. offer the services of 
one of the largest trust depart- 
ments in Northern New Jersey, 
backed by nearly 50 years of 
sound experience. 

Call on us whenever we can 


be of assistance to you. 


THE 


PLAINFIELD 
TRUST 


COMPANY 
Plainfield, New Jersey 


Member Federal Deposit Insurance Corporation 
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Dallas—John J. Kettle, head of the 
business development department of 
First NATIONAL BANK, has received the 
newly created title of senior vice pres- 
ident. Doren D. Gorden, elected assistant 
trust officer, was formerly with Continen- 
tal Illinois National Bank & Trust Co., 
Chicago, as trust administrator. 


Dallas—Formerly investment analyst 
and trust administrator at MERCANTILE 
NATIONAL BANK, George S. Rooker was 
elevated to assistant trust officer. 

Dallas—REPUBLIC NATIONAL BANK has 
made the following promotions in its 
trust department: Robert R. Ferguson, 
E. B. Fowler, A. J. Mason, T. G. Smith 
and J. H. Warner promoted to trust offi- 
cers; Norval Payne and James E. 
Magouirk to assistant trust officers. 


Gerald J. Hennessey is a newly ap- 
pointed assistant trust officer. Formerly 
with the BANK OF NEW YorK & FIFTH 
AVENUE BANK, New York, since 1929, 
and in their trust department since 1935, 
Mr. Hennessey is a graduate of the New 
York University School of Commerce and 
Fordham Law School. He has been a 
legal analyst, estate planner and estate 
and gift tax consultant since 1946. 


A graduate of Grinnell College and the 
Kent College of Law, Mr. Ferguson join- 
ed Republic in 1946. Mr. Fowler attended 
Louisiana Tech and joined Republic in 
1927. Mr. Mason, who became associated 
with Republic in 1926, served in the Air 
Corps during the last war. Mr. Smith 
joined the bank in 1937, and Mr. Warner, 
a decade earlier. 

Fort Worth—Reed Sass has been made 
an assistant vice president at Fort 
WorTH NATIONAL BANK, and Sam S&S. 
Beaty was named assistant trust officer. 


Houston—First NATIONAL BANK pro- 
moted Roland C. Cardner to vice pres- 
ident in its investment division, and ap- 
pointed Mrs. Sarita Flynn an assistant 
trust officer. 

Palestine—Don Barton has been named 
assistant trust officer succeeding Eugene 
Hughes, at EAst TEXAS NATIONAL BANK. 


Waco—Goodhue Smith at the First 
NATIONAL BANK has been elected assist- 
ant cashier and assistant trust officer. 


VIRGINIA 


Norfolk—Rear Admiral Roy C. Hud- 
son, U. S. Navy (Ret.) has been named 
trust officer at NATIONAL BANK OF CoM- 
MERCE, specializing in estate planning. 

Richmond—John Davenport Blackwell 
became an assistant trust officer at First 
& MERCHANTS NATIONAL BANK. Mr. 
Blackwell has been in the trust depart- 
ment since 1945, and holds a degree from 
the University of Virginia. 

Richmond—Claude D. Edwards, T. 
Floyd Kelley, Jr., and G. Aubrey Ward, 
Jr., were elected assistant trust officers 
and assistant secretaries of the STATE- 
PLANTERS BANK & Trust Co. In 1947 


Mr. Edwards was made manager of the 
tax section of the trust department; Mr. 
Kelley has been engaged in estates ad- 
ministration in the trust department 
since 1942; and Mr. Ward has been man- 
ager of the accounting section. 

Richmond—VIRGINIA TRUST Co. ad- 
vanced Russell A. Gillis from assistant 
secretary to trust officer; Singleton §, 
Broaddus from assistant secretary to as. 
sistant trust officer; elected Thomas M, 
Eastman, Jr., assistant secretary. 

Suffolk—Austin T. Hurlbert has been 
elected assistant trust officer at AMER- 
ICAN BANK & TRusT Co. 


WASHINGTON 


Seattle & Spokane—At the main office 
of SEATTLE-FIRST NATIONAL BANK, David 
E. Ellison was named assistant trust of- 
ficer. At the branch in Spokane, Phillip 
W. McEntee and George P. Hill advanced 
to trust officers. 


WEST VIRGINIA 
Charleston—John A. Hopkins has been 


appointed an assistant trust officer at 
CHARLESTON NATIONAL BANK. 


CANADA 


Toronto—NATIONAL TRUST Co. an- 
nounced that W. M. ©®’Connor has re- 
signed as chairman ofthe board of di- 





.RRY H. WILSON 


J. G. HUNGERFORD 


rectors, but continues@™; a director. In 
his 51 years with t Company, Mr. 
O’Connor served as t»2asurer, estates 
manager, managing director and pres- 
ident. R. A. Laidlaw succeeds Mr. O’Con- 
nor as chairman of the board and remains 
as president. 

J. G. Hungerford has been elected a 
director and becomes executive vice pres- 
ident. Prior to his appointment as gen- 
eral manager in 1949, Mr. Hungerford 
was manager of the trust department 
at Toronto. 

Harry H. Wilson has been appointed 
general manager. He has been an assist- 
ant general manager since 1948. 


a 2 & 
IN MEMORIAM 


Ray BRUNDAGE, executive manager of 
the Michigans Bankers Association for 
16 years. 

MERVIN A. BURKETT, trust officer of 
First NATIONAL BANK, Lock Haven, Pa. 

ARTHUR P. QUAY, vice president, trust 
officer and a director of SECURITY-PEO- 
PLES TRUST Co., Erie, Pa. 
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MERGERS, NEW TRUST POWERS 
and CHANGE OF NAME 


Oakland, Cal. — OAKLAND BANK OF 
COMMERCE has established a new trust 
department under the direction of Daniel 
Read, trust officer. Mr. Read was former- 
ly secretary-treasurer of the East Bay 
Municipal Utility District, and has had 
several years’ experience as trust officer 
at an old established local bank. 


Indianapolis, Ind. —- Consolidation of 
INDIANA NATIONAL BANK and the UNION 
Trust Co., under the name of the former, 
became effective December 30. President 
Russell L. White announced the follow- 
ing trust department staff: Volney M. 
Brown to be vice president and head of 
the department; William S. Ritman to 
be vice president in charge of operations; 
Cecil A. Berry, vice president and trust 
officer in charge of administrative work; 
Russell J. Ryan, vice president and 
general counsel in charge of the legal 
division; J. Floyd King, vice president 
in charge of investments. Assistant trust 
officers are: Fred E. Schick, G. W. Eggle- 
ston, Kenneth L. Peek and Everett E. 
Lott; Robert B. Morris and G. Dana 
Chandler, assistant cashiers in the trust 
department. 

Lake Charles, La.—CALCASIEU-MARINE 
NATIONAL BANK has been granted trust 
powers under the Federal Reserve Act, 
as of December 29, 1950. 

New Orleans, La.—LOUISIANA SAVINGS 
BANK & Trust Co. has changed its name 
to LOUISIANA BANK & Trust Co., effec- 
tive January 2, 1951. 

New York, N. Y. — Stockholders of 
CENTRAL HANOVER BANK & TRUST Co. 
have approved changing its name to THE 
HANOVER BANK, to become effective some 
time prior to June 30, 1951. 

Erie, Pa.—First NATIONAL BANK will 
take over the complete banking and trust 
business of the NATIONAL BANK & TRUST 
Co., and operate the latter as a branch 
office, thereby increasing resources to $62 
million. This is subject to approval of 
the stockholders. 

Philadelphia, Pa.—A proposal for the 
consolidation of the Corn Exchange Na- 
tional Bank and Trust Co. and Girard 
Trust Co. has been informally approved 
by the Board of the two institutions. 

Subject to approval by stockholders 
and government authorities, the united 
bank will be State-chartered and named 
the GIRARD CORN EXCHANGE BANK AND 
Trust Co. David E. Williams, president 
of Corn Exchange, will be chairman of 
the board of the combined bank. James 
E. Gowen, Girard board chairman, will 
be chairman of the Executive Committee 
of the board. Geoffrey S. Smith, president 
of Girard Trust, will be president. There 
will be four senior vice presidents, two 
from the Corn Exchange, George R. 
Clark, and Russell J. Bauer; and two 
from the Girard Trust, J. Malcolm John- 
ston, and Basil L. Harlow. 
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Providence, R. I. — Consolidation of 
PROVIDENCE NATIONAL BANK with the 
UNION Trust Co., under the name of 
PROVIDENCE UNION NATIONAL BANK & 
Trust Co., has been approved by the 
Comptroller of the Currency. 

Lubbock, Texas—CITIZENS NATIONAL 
BANK has been granted trust powers un- 
der the Federal Reserve Act. 


EMPLOYMENT EXCHANGE 


(Address Trusts and Estates) 





Large Chicago loop bank is seeking in- 
vestment man with three to seven years 
experience for position in trust invest- 






cme See nce me te ccc 


a complete 
and dependable 


ment, managing account portfolios. Code 
1-1. 

Younger trust official, personable and 
experienced in new business and estate 
analysis, as well as administrative work 
including common trust fund operations, 
would like to become associated with a 
Canadian trust company. Code 1-2. 

Well rounded trust official with excel- 
lent and extensive record in both new 
business and administration, seeks con- 
nection with Connecticut trust depart- 
ment. Code 1-3. 

Mid-western trust department seeks 
younger man with some trust experience 
and legal training for administrative and 
new business work. Code 12-2. 
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Out of our unusual background in all matters per- 


taining to real estate we have developed the most active 


local Escrow Service. Our Escrow Officers are equipped by 


experience and training to meet and solve difficult problems 


which so often arise in completing a transfer. When your cus- 


tomers, both personal and corporate, require a closing in 


Chicago, you can safely recommend the use of our Escrow 


Department. The fullest cooperation is assured. 


CHICAGO TITLE ano TRUST COMPANY 


111 West Washington Street, Chicago 2, Illinois 











Panel on Fiduciary Income Taxes 


DEDUCTIONS on ESTATE or INCOME RETURN 


N executor has the election to deduct 
echt of administration either 
on the estate tax return or on the in- 
come tax return of the estate. The elec- 
tion is authorized by Section 162(e) of 
the Internal Revenue Code, first adopted 
in the Revenue Act of 1942. 


The election applies only to admini- 
stration expenses and to casualty losses 
and thefts. Other deductions which may 
be taken on the estate tax return (such 
as funeral expenses, claims against the 
estate and mertgages) are not allowable 
deductions for income tax purposes. 


In order to be deductible on the in- 
come tax return at the executor’s elec- 
tion, administration expenses must qual- 
ify under Section 23(a) as ordinary 
and necessary expenses incurred for 
the production or collection of income 
or for the management, conservation or 
maintenance of property held for the 
production of income. The Treasury 
regulations have been amended to allow 
a deduction for all “Reasonable amounts 
paid or incurred by the fiduciary of an 
estate . . . on account of administration 
expenses, including fiduciaries’ fees and 
expenses of litigation, which are ordi- 
nary and necessary in connection with 
the performance of the duties of ad- 
ministration ... ,” except to the extent 
they are allocable to the production or 
collection of tax-exempt income. (Regu- 
lations 111, Sec. 29.23(a)-(15). 


It has been ruled that statutory fees 
for the regular probate services, as well 
as extraordinary fees in the preparation 
of estate and income tax returns and in 
the settlement of estate tax liability, may 
be deducted on the income tax return at 
the executor’s election. (Special Ruling 
dated Sept. 22, 1947, 1947 P.H. 76,299). 
Also deductible for income tax purposes 
at the executor’s election are the mis- 
cellaneous expenses, such as court costs, 
accountant’s and appraisers’ fees, clerk 
hire, and other expenses of preserving 
and distributing the estate. This would 
likewise apply to most extraordinary 
fees; but it must be remembered that 
no deduction may be taken for expenses 
deemed to be personal (such as the cost 
of maintaining a large country estate for 
a long period primarily as a residence 
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ADAM YOUNG BENNION 


Member of the California State Bar; Los Angeles 


This continues the series of answers, 
begun in the January issue, to questions 
submitted to the Panel on Income Taxes 


of Estates and Trusts, sponsored last year 
by Title Insurance & Trust Co. of Los 
Angeles. 


for the heirs, rather than for the pro- 
duction of income, Estate of Mortimer 
B. Fuller, 9 T.C. 1069, affd. C.C.A. 3, 
171 F.(2d) 685), nor for costs of de- 
fending or perfecting title to property, 
which in certain instances are deemed 
to be capital expenditures. (Compare 
Jones’ Estate v. Comm., C.C.A. 5, 127 F. 
(2d) 231, and Hochschild v. Comm., 
C.C.A. 2, 161 F.(2d) 817, for the diffi- 
culty of applying this troublesome limi- 
tation to particular facts.) 


When and How is Election Made? 


If the administration expenses are 
deducted on the estate tax return, noth- 
ing is required other than the mere de- 
duction. But if they are to be deducted 
on the income tax return the regulations 
provide (in conformity with Section 
162(e) ) that there must be filed in du- 
plicate a statement to the effect that 
the items have not been claimed or 
allowed as deductions from the gross 
estate on the estate tax return and a 
waiver of any and all right to have 
“such item” allowed at any time as an 
estate tax deduction. The regulations 
specify that the statement and waiver 
“should be filed” with the income tax 
return for the year in which the item 
is claimed as a deduction, “or with the 
Commissioner, or with the collector for 
the district in which such return was 
filed, for association with the return.” 


(Regulations 111, Sec. 29.162-1.) 














Note that the statement and waiver 
may be filed after the return has been 
filed. Hence, if the item is deducted on 
the income tax return but the state. 
ment and waiver are overlooked, the 
deduction apparently will be allowed if 
the statement and waiver are subse. 
quently filed, for association with the 
return. But if the statement and waiver 
are not filed, the deduction on the in- 


come tax return will be disallowed, 
Estate of C. M. Sutton, T.C. Memo. 
5 T.C.M. 213. 


A more doubtful question is whether, 
after filing an income tax return in 
which administration expenses were not 
deducted, an estate can file the state- 
ment waiving the deduction on_ the 
estate tax return and file a claim for 
refund of income tax based upon the 
deduction of such expenses for income 
tax purposes. The question apparently 
has not been decided; but such a pro- 
cedure should be permitted. The filing 
of an income tax return in which ad- 
ministration expenses are not deducted 
should not be regarded as a final, bind- 
ing election to take those expenses only 
on the estate tax return, particularly in 
view of the permission in the regula- 
tions to file the statement and waiver 
after the income tax return has been 
filed. There is nothing in Section 162- 
(e) or the regulations to require other- 
wise, the only purpose being that a de- 
duction, if allowed for income tax pur- 
poses, shall be duplicated on the estate 
tax return. 


Uniform Treatment? 


There is no ruling on the question 
whether all administration expenses 
must be treated alike, either as deduc- 
tions on the estate tax return or as de- 
ductions on the income tax return. 


The answer would seem to be “No.” 
The purpose of the Code is not to re- 
quire uniformity of treatment, but mere- 
ly to prevent duplication of deductions. 
Both the Code and the regulations refer 
to “Items.” The fact that one item of 
administration expense has been de- 
ducted on the estate tax return does 
not mean that other items of admini- 
stration expense may not be deducted 
on the income tax return. 
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If an item has been claimed and 
allowed as an income tax deduction, 
there can be no withdrawal from the 
election. But if for some reason the de- 
duction is disallowed on the income 
tax return there would appear to be no 
sound reason to prevent the claiming 
of that deduction on the estate tax re- 
turn, if it is allowable for estate tax 


purposes, for the giving of the waiver 
presupposes the allowance of the deduc- 
tion on the income tax return. 
Whether the deductions should be 
claimed on the income tax return or 
on the estate tax return will usually be 
a mathematical problem of determining 
where they will save the greater amount 
of tax, depending upon the applicable 


rates in the top brackets. If unusually 
high income is realized in one year— 
not likely to be duplicated in subsequent 
years of administration — it will be to 
the estate’s advantage to pay and deduct 
from income as many of the administra- 
tive expenses during that year as pos- 
sible, including a substantial portion of 
attorneys’ and executors’ fees. 


DEDUCTION for DEPLETION and DEPRECIATION 


F a fiduciary is sufficiently fortunate 

to have, say $100,000 of oil royal- 
ties of income, he must understand the 
circumstances under which he, rather 
than the beneficiary, is entitled to the 
2714% depletion deduction. Prior to 
1928, many cases had held that the 
deduction for depletion or depreciation 
could be taken only by the trustee for 
tax purposes. In effect, the result was. 
in many cases, a complete denial of 
these deductions, since the beneficiaries 
were entitled to the current distribution 
of all of the income without any deduc- 
tion for depletion or depreciation; thus, 
the deduction was of no benefit to the 
trustee. 


In 1928, Congress added to the depre- 
ciation and depletion sections of the law 
the following sentence which has re- 
mained unchanged ever since: “In the 
case of property held in trust, the allow- 
able deduction shall be apportioned be 
tween the income beneficiaries and the 
trustee in accordance with the pertinent 
provisions of the instrument creating the 
trust, or, in the absence of such provi- 
sions, on the basis of the trust’ income 
allocable to each.”! 


Two Open Questions 


This language is somewhat unsatis- 
factory in that it leaves two questions 
unanswered : 


(1) What provisions of a trust instru- 
ment constitute provisions “apportion- 
ing” the depletion or depreciation de- 
duction between the trustee and income 
beneficiaries ? 


(2) In the absence of any such perti- 
nent provisions, what trust income is to 
be considered “allocable” to the trustee 
and the beneficiaries? 


———_. 


ML.R.C. Sec. 23(1) and 23(m). 
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The first of these questions is an- 
swered by the Committee reports accom- 
panying the 1928 amendment, the langu- 
age of which is still contained verbatim 
in the applicable regulation.” This langu- 
age indicates that provisions of a trust 
instrument dealing with the question of 
whether or not depletion or depreciation 
should be deducted in computing the 
“income” of the trust are the provisions 
referred to in the statute which appor- 
tion such deductions between the trustee 
and the income beneficiary. 


The second question involved in the 
statute as to the meaning of the phrase 
“trust income allocable to each” is not 
satisfactorily answered either in the 
Committee Reports, the Regulations or 
in the subsequent case law. However, 
the present status of the law is: 


(1) If the trust instrument provides 
that the trustee or executor must create 
a reserve for depreciation or depletion 
which thus becomes a part of the cor- 
pus, it is clear that the fiduciary only 
may take the deduction.* 


(2) If the pertinent instrument con- 
tains no specific provision to that effect 
but under the applicable local law the 
establishment of such a reserve is re- 
quired, the same result follows.‘ 


2Senate Finance Committee Report, 70th Cong., 
Ist Sess., H. Rep’t 1882, pp. 11-12; Regulations 111, 
Sec. 29.23 (1)-1...: “... if the trust instrument 
provides that the income of the trust computed 
without regard to depreciation shall be distributed 
to a named beneficiary, such beneficiary will be en- 
titled to the depreciation allowance to the exclusion 
of the trustee, while if the instrument provides 
that the trustee in determining the distributable in- 
come shall first make due allowance for keeping 
the trust corpus intact by retaining a reasonable 
amount of the current income for that purpose, 
the allowable deduction will be granted in full to 
the trustee .. .” 


83Comm. v. Netcher, 143 F. (2d) 484 (C.C.A. 7th, 
1944). 


4The cases vary in their reasons for reaching this 
result. Compare the decision in Comm. v. Netcher, 
supra, with the two opinions in Mollie Netcher 


In situations where no such reserve 
is to be retained by the fiduciary, it is 
necessary to discuss the law applicable 
to trusts and estates separately. 


As to Trusts 


(3) If the provisions of the pertinent 
instrument, whether specific or as inter- 
preted under the local law, permit the 
trustee to take no deduction for a de- 
preciation or depletion reserve in com- 
puting the distributable income, and if 
the beneficiaries currently receive all 
of said income, they may take the de- 
duction in full; if the beneficiaries cur- 
rently receive only part of the income, 
the law is not clear. The Fifth Circuit 
has held that the deduction follows the 
income and is, therefore, pro rated to 
both the trustee and the income benefi- 
ciaries on the basis of the proportion 
of the total annual income currently dis- 
tributed.® However, both the Second Cir- 
cuit and the Tax Court have indicated, 
in cases involving unusual facts which 
are seldom duplicated, that, if the income 
beneficiary is ultimately entitled to the 
entire income, said beneficiary is en- 
titled to the entire deduction for the 
current year even though at that time 
he does not receive and is not taxable 
upon all of the current year’s income.® 

If the trust instrument provides that 
any income not currently distributed 


Newbury v. the United States, 57 F. Supp. 168, 
102 Ct. Cl. 192 (1944). But any other conclusion 
would be completely unfounded; if the income bene- 
ficiary receives and must include in income only 
the income after deduction for depreciation he 
should not be allowed to subtract again from that 
figure the same deduction. 


5Flemming v. Comm., 121 F. (2d) 7 (C.C.A. 5th, 
1941); see Frick v. Driscoll, 129 F. (2d) 148 
(C.C.A. 3rd, 1942). 


"Comm. v. Gutman, 143 F. (2d) 201 (C.C.A. 2d, 
1944; New York Title and Mortgage Co., 2 T.C. 
990 at 1002, 1003 (1948). It is quite apparent from 
the Tax Court’s facts in both cases that the depre- 
ciation was not deducted in computing “income,” 
but this fact is not stressed in either opinion. 
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shall be added to corpus, then, since 
the income beneficiary would never re- 
ceive as such all of the income for that 
year, it would seem that under the view 
of all of the applicable authorities—the 
Fifth and Second Circuits and the Tax 
Court—that the deduction would be 
allocated on the basis of income retained 
and income distributed. On the other 
hand, if the instrument provided that 
income not distributed currently should 
be accumulated and distributed without 
deduction for any depreciation or deple- 
tion reserve to the income beneficiary 
when he attained a certain age, the Sec- 
ond Circuit and Tax Court might hold 
that the beneficiary should take the en- 
tire deduction since, if he lived to the 
required age, he would receive all of the 
income. However, the Fifth Circuit view 
of allocating the deduction on the basis 
of the income currently distributable 
and retained attains the sounder result, 
and it would probably be followed in 
most Circuits; possibly even in the Sec- 
ond Circuit. 


As to Estates 


(4) It is important to note that the 
1928 amendment merely applies to 
trusts. Because of this, the texts upon 
the subject have concluded that the 
deduction may be taken only by the 
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executor, regardless of whether or not 
the income is distributed currently.” 
While there is, apparently, no case law 
on this point, and some argument could 
be made to the effect that the same 
rule applicable to trusts is applicable 
to estates,® the local office of the Bu- 
reau is apparently following the rule of 
the texts; it is a good working rule and 
will probably withstand any test. 


At least, at present, it is the safest 
rule for an executor to follow even 
though he is distributing currently dur- 
ing a year of administration of the 
estate a part of the income of a testa- 
mentary trust, the entire income of 
which must be distributed to the in- 
come beneficiaries at the close of ad- 
ministration under the rule of the Es- 
tate of Platt.° The executor might, how- 
ever, be somewhat liberal in determining 
the amount to be distributed as a partial 
hedge against the possibility of an ulti- 
mate holding that either all or a pro- 
portionate amount of the deduction for 
depreciation or depletion should be 
taken by the income beneficiary. 


™Montgomery, “Federal Taxes, Estates, Trusts 
and Gifts,” 1949-50, page 144; Mertens, “Law of 
Federal Income Taxation,”’ Vol. 6, Revised 1949, 
Sec. 36.78, footnote 53, page 382. (This text merely 
states that the statute does not apply to estates.) ; 
Prentice-Hall, 1950, Federal Tax Service, Volume 2, 
Paragraphs 14035, 15170. 


‘Some time after the 1928 amendment, the Su- 
preme Court held in a case involving the law prior 
to 1928 that the income beneficiaries, who were en- 
titled to all of the trust income with no deduction 
for a depletion reserve, were entitled to the deduc- 
tion for a depletion (Helvering v. Faulk, 291 U.S. 
183, 1934); Reynolds v. Cooper, 291 U.S. 192, 
1934). But the cases have refused to apply this 
rule to the depreciation deduction. (U. S. v. Blow, 
77 F. (2d) 141 (C.C.A. 7th, 1934); Francis E. 
Drake, 30 B.T.A. 461, 1934). And there are au- 
thorities both ways on the question of whether or 
not the 1928 amendment was merely declaratory 
of the previous law. Chisholm v. U. S., 19 F. Supp. 
274, Ct. Cl. 1937) and Merle-Smith v. Comm., 42 F. 
(2d) 837, C.C.A. 2d, 1930) indicate that it was. 
Roxborough v. Burnett, 58 F. (2d) 693, (App. 
D.C. 1932) is to the contrary. If the amendment 
was merely declaratory of the existing law, since 
the general statutory provisions dealing with the 
taxable income of the estates and trusts are iden- 
tical, it would seem, particularly with respect to 
depletion, that there would be no difference in the 
rule applied to trusts and estates. 


21 Cal. 2d 343 (1942). 
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Trust Council News 


The Cleveland Association of Estate 
Analysts was host at its January 22nd 
meeting to Mark A. Loofbourrow of | 
the firm of Squire, Sanders & Dempsey, 
who spoke on discretionary trusts, with 
emphasis on anticipating future tax law 
changes. 


Samuel S. Zeigen, C.L.U., general 
agent of the Provident Mutual Life In. 
surance Co., was the featured speaker 
at the quarterly meeting of the Life 
Insurance and Trust Council of Eastern 
New York, held at Schenectady on Jan. 
uary 16th. Mr. Zeigen’s topic was “Life 
Situations — Foresight vs. Hindsight.” 
Trustmen, attorneys and underwriters 
from Glens Falls, Troy, Albany and 
Amsterdam also attended. 


More than 200 attorneys, accountants, 
underwriters, trustmen and businessmen 
attended the first all-day conference 
sponsored by the Philadelphia Life In. 
surance and Trust Council on the sub- 
ject “The Business Interest — or Death, 
Taxes and Your Business.” George J. 
Laikin, Wisconsin legal editor for 
TRUsTs AND EstaTEs whose book under 
the latter title was published by T.&E., 
presided at both sessions, serving as 
moderator during the forum discussions 
and developing estate settlement haz- 
ards where a business interest consti- 
tutes the major asset. Kenneth W. Gem- 
mill of the local Bar discussed Business 
Interest Valuations and Tax Conse- 
quences, and Harry S. Redeker. general 
counsel of the Fidelity Mutual Life In- 
surance Co., dealt with Life Insurance 
under Survivor-Purchase Agreements. 

At the January 15th meeting of the 
Fort Worth Trust Council, A. R. Jaqua, 
C.L.U., well known director of South- 
ern Methodist’s Institute of Insurance 


Marketing, delivered a talk on_prob- 
lems in the purchase of insurance for 
payment of estate transfer costs. 
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WHERE THERE'S A WILL 


Henry L. STIMSON, former Secretary 
of State and twice Secretary of War 
under Presidents representing both major 
parties, provided in his will that the bulk 
of his estate shall pass on the death of 
his wife to Yale University and Phillips 
Academy. Household servants and em- 
ployees are generously rewarded; for ex- 
ample, Mr. Stimson’s farm superintend- 
ent and chauffeur each receive $15,000. 
Legacies ranging from $5,000 to $15,000 
and totalling $100,000 are bequeathed to 
cousins and others, with a proviso that 
these are to abate proportionately if, 
after payment of all administration ex- 
penses and death taxes on property pass- 
ing under the will, the residuary estate 
is reduced to less than $500,000. 

The residuary estate is placed in trust 
with Bankers Trust Co. and a partner 
in Mr. Stimson’s law firm as trustees. 
Mrs. Stimson will receive the income for 
life. Thereafter, the principal will be 
divided as follows: 15 per cent each to 
two nieces of Mrs. Stimson; 25 per cent 
to Yale, with'the request that the gift 
be associated with the name of his 
father, Class of 1863; and 45 per cent 
to Phillips, with the request that the 
gift be associated with the name of Mrs. 
Stimson. 

Two individuals are named executors. 


J. Hutton HINCH, chairman of the 
Section on Wills, Trusts and Estates of 
the Association of the Bar of the City 
of New York, suggested in his will that 
his mother seek the advice of Robert A. 
Jones, vice president of the Guaranty 
Trust Co. of New York, which he named 
as sole executor and trustee of his 
estate, and of his law partner Eli W. 
Debevoise, as to the creation of a trust 
fund with the trust company so that she 
might be “relieved of the burden of 
caring for her property and the securing 
of an adequate income therefrom during 
her life, and also the making of a will.” 


Mr. Hinch directed that his entire 
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estate, apart from “tangible personal 
chattels” and his residence given to his 
wife, be held in trust to apply the net 
income therefrom to her use for life. In 
the event the income is insufficient to 
provide properly for Mrs. Hinch’s sup- 
port and maintenance when added to her 
other income (including insurance pay- 
able to her in installments), or in case 
of sickness or disability or other extra- 
ordinary circumstances by reason of 
which she may be in financial need, the 
trustee is authorized to apply so much 
of the principal as it may deem neces- 
sary. Mrs. Hinch is given the privilege 
of withdrawing principal to satisfy any 
mortgages that may be on the residence. 

In giving the trustee broad powers to 
invest “in the exercise of sound business 
iliscretion” Mr. Hinch specifically per- 
nitted investment in a composite invest- 
ment corporation organized by the trust 
company. 


SINCLAIR LEWIS, Pulitzer Prize novel- 
ist, bequeathed all his books, manuscripts, 
pictures and private papers to the Li- 
brary of Yale University from which he 
was graduated in 1907. One-half of his 
residuary estate was left in trust with 
his former wife, Dorothy Thompson, for 
the education and support of their son 
who, now 20, will receive the principal 
at 25. Should he die prior thereto without 
children, his share will be divided be- 
tween the National Association for the 
Advancement of Colored People and the 
National Urban League, also devoted to 
the promotion of Negro interests. 


One-quarter of the residue was trus- 
teed for the benefit of the late historian 
Carl Van Doren, two women literary 
agents for Mr. Lewis in New York and 
his chauffeur. The condition that the lat- 
ter be in the author’s employ at the time 
of his death not being fulfilled, this 
share as well as Mr. Van Doren’s goes 
to the two agents. The remaining quarter 
benefits the mother of one of the agents. 
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The latter succeeds to this interest on 
the mother’s death and after their pass- 
ing their entire shares go to the 
N.A.A.C.P. and the League. 


Two attorneys were named executors. 


RECENT APPOINTMENTS of corporate 
fiduciaries include: 

FRANK G. ALLEN, former Governor of 
Massachusetts; State Street Trust Co., 
Boston, co-executor. 

E. PAUL DUPONT, SR., industrialist; 
Equitable Trust Co., Wilmington, Del., 
co-executor and co-trustee. 


JAMES F. HuGHEs, former president, 
American Society of Certified Public Ac- 
countants: First National Bank of Jer- 
sey City, executor and trustee. 
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CURRENT LITERATURE NOTES 


Books 


Estate Administration and Account- 
ing (1940-1950 Cumulative Sup- 
plement) 

CHESTER J. DODGE & JOHN F. SULLI- 

VAN. Clark Boardman Co. Ltd., New York. 

During the past decade, Dodge & Sulli- 
van’s book has come to be perhaps the 
most popularly used volume of its kind 
by attorneys, fiduciaries and accountants. 
in New York. Developments during this 
period created a demand for the supple- 
ment which recently made its appearance. 

In its 212 pages (about 25% of the 

original size) are discussed, inter alia, 

changes in taxes, trustee commissions, 

dividend allocations, and effects of mili- 

tary service. 

Book and supplement can be obtained 
for $15; supplement alone, $5. 


1951 Tax Atlas 


SAMUEL M. MONATT & SIDNEY lL. 
KRAWITZ. Matthew Bender & Co., Albany. 
585 pp. $10.00. 


Here is an extremely practical guide 
to myriads of Federal tax questions with 
useful filled-in returns, covering the 
whole gamut of taxation problems except 
those of the farmer. Evidence of the 
volume’s direct attack on specific ques- 
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tions — as distinguished from general- 
ized discussions — is found in the fact 
that the Index contains over 10,000 refer- 
ences occupying 35 pages. Both the legal 
and accounting aspects are treated, while 
tax tables add to the convenience of the 
book. 


If You’re a Bank Director 


CLARENCE G. McDAVITT, Jr. Bankers Pub- 
lishing Co., Cambridge, Mass. 118 pp. $3.50. 


There are 38 ways for a bank director 
to get into trouble, Mr. McDavitt points 
out in this engaging and informative 
book, but only three ways to stay out of 
trouble. The directors hazard, however, 
is not necessary in arithmetical relation- 
ship to the three and 38 since the author’s 
very summing up of the ways to get into 
trouble constitute fair warning for all 
who would stay out. Mr. McDavitt is no 
cynic but he does point out in Chapter I 
that abstracts from law books often con- 
tain “those famous last words: ‘shall be 
fined not more than .. ., or shall be im- 
prisoned for not more than .. ., or 
both.’” This book actually serves as a 
signal that none should undertake the 
duties of bank director with carefree non- 
chalance happy in the honor that has 
been visited upon him. Directorship is an 
exacting job, the book reveals, but one 
that can also be rewarding in making a 
sizeable contribution to the stature of 
the country. 


ARTICLES 


The Uncharitable Disallowance of 
Charitable Remainders 


ROBERT L. SPANG. Taxes, January 1951. 


Interposition of a life estate with a 
limited power to invade principal has 
frequently resulted in the disallowance 
of the remainder to charity as a deduc- 
tion for Federal estate tax purposes. 
This article, criticizing the test that the 
present ascertainability of the ultimate 
charitable bequest must be applied “at 
the death of the testator,” classifies the 
decisions allowing and disallowing the 
deduction. Pointing out that a disclaimer 
of marital-deduction property within four 
years and three months after the de- 
cedent’s death would give rise to a de- 
ficiency notice, the author wonders why 
a bequest to charity made certain within 
that period should be refused recogni- 
tion. 


Accounting for Common Trust 
Funds: A Statutory Scheme 


Note, Harvard Law Review, January 1951. 


The increasing importance of common 
trust funds is given recognition in this 
analysis of the accounting requirements 
under common trust fund enabling legis- 


lation. Pointing out that approximately 
half of the 31 jurisdictions with permis. 
sive statutes have no provisions author- 
izing the discharge of the trustee by 
periodic court accounting, the anonymous 
student editor cites the few New York 
cases involving that State’s complex 
scheme, explaining that the absence of 
litigation elsewhere might be ascribed 
to the favorable economic conditions of 
the last decade. The possibility of such 
other litigation in the future calls for a 
reconsideration of existing requirements, 

Section 2 of the Uniform Common 
Trust Fund Act, followed in 13 states, 
is tested against these criteria: compul- 
sory nature and frequency of account- 
ings; jurisdiction to settle accounts; 
notice provisions; guardians ad litem; 
binding effect; and conflict with trust 
instrument. The language of a proposed 
statute is set forth. 


OTHER ARTICLES 


Review of Significant 1950 Federal Tax 
Decisions, by Martin M. Lore: Journal 
of Accountancy, Jan. 

Community Property — A Functional 
Approach by William M. Horne, Jr.: 
Southern California Law Review, Dee. 

Proposed Revision of New York De- 
cedent Estate Law re Per Capita and 
Per Stirpes: New York University Law 
Quarterly Review, Oct. 

Failure of Executory Interests and the 
Intestate Devolution of Possibilities of 
Reverter and Rights of Entry: rn" 


Law Review, Jan. 
G 











Work of Missouri Supreme 
1949 (including taxation, wills. :rjRs 
administration) Missouri Lay 
Nov. 


DIRECTORY OF PUBLICATION 


Harvard Law Review: 
Mass.; $1. 
Journal of Accountancy: 2 


Ave., New York 17; 60c 


Missouri Law Review: Colif@:a, Mo.; 
85c 

N.Y.U. Law Quarterly Revi Wash- 
ington Sq., New York 3 

So. California Law Review :660 Uni- 


versity Ave., Los Angeles 7 
Taxes: 214 N. Michigan Ave., Chicago 
1; 50c 
Virginia Law Review: Charlottesville, 
Va.; $1.25 
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*““Raven”’ in Gimbel Estate 


The estate of Ellis A. Gimbel, depart- 
ment store executive who died last 
March, has been inventoried at $2,587,- 
791, including $7,500 for the original 
manuscript of Edgar Allen Poe’s “The 
Raven.” 
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INCOME TAX 


Amounts received by secondary annui- 
tant includible in taxable income. In 1948 
taxpayer received $7008 from insurance 
company under a Group Contract. Hus- 
pand, who died in 1943, had designated 
taxpayer beneficiary. Employer paid en- 
tire cost of group contract. Taxpayer’s 
husband had elected to receive a smaller 
annuity so that wife might continue to 
receive an annuity if she survived. Com- 
missioner contended that the entire 
amount received in 1948 by taxpayer was 
includible in her taxable income in ac- 
cordance with provisions of Section 29.22 
(b) (2)-5 of Regulations 111. 

HELD: Commissioner sustained. En- 
tire amount received includible in tax- 
payer’s gross income. Section 126 of 
Code has no application. Regulation pro- 
vides that if upon the death of retired 
employee, widow, in accordance with 
terms of annuity contract, receives an 
annuity or another death benefit, amount 
so received is includible in her income to 
extent that it would have been includible 
in income of deceased employee, had he 
lived and received such payments. Court 
concluded this constituted valid regula- 
tion and that since all payments would 
have been taxable to husband, had he re- 
ceived them, reduced amount thereof was 
taxable to widow. Since there was no cost 
basis to either taxpayer or her husband, 
entire amount of annuity payment is in- 
cludible in her taxable income. Ella B. 
Higgs 1. Comm., 16 T.C. No. 2, Jan. 8, 
1951. 


Endorsements on annuity contracts did 
not create express trusts. Income taxable 
to guardianship estates. During his life- 
time, father made gifts to his two chil- 
dren, created trusts for them and pur- 
chased 14 annuity contracts for their 
benefit. Because children were mentally 
incompetent of managing own affairs, 
payments under annuity contracts were 
made to father as Conservator. By en- 
dorsement on contracts, father provided 
that after his death all annuity payments 
be made to named “trustees.” Few 
months after father’s death, Guardians 
were appointed for each incompetent, 
and in 1940 and 1941 they reported tax- 
able portions of annuity payments as in- 
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FEDERAL TAX NOTES 


SAMUEL J. FOOSANER 
Tax Attorney, Newark, New Jersey 


come to Guardianship estates. For 1942 
and 1943 named “trustees” reported tax- 
able portion of annuity payments as in- 
come of trust estates. Commissioner de- 
termined that income reported by “trus- 
tees” in 1942 and 1943 was taxable to 
Guardianship estates. 

HELD: Commissioner sustained. Sec- 
tion 161 (a) of Code provides that taxes 
imposed on individuals shall apply to 
income of any kind of property held in 
trust. In interpreting a similar provision 
in earlier Revenue Acts, Court of Ap- 
peals held that Congress did not use 
word “trust” in those acts as compre- 
hending every type of trust recognized in 
equity. In instant case, Court believed 
that endorsement or. direction on an- 
nuity contracts to pay annuities to 
named trustees was not based on any in- 
tent to create an express trust. Instead 
it was based on confidence and faith that 
named individuals would continue prac- 
tice of father to provide for care, com- 
fort, maintenance and support of incom- 
petent children. Since statute relates to 
express trusts and since father did not 
intend to create express trust by his 
endorsements on contracts, annuity pay- 
ments were held taxable to Guardianship 
estates. Est. of Peck v. Comm., 15 T.C. 
No. 102. 


Deduction for depreciation on inherited 
property subject to long term lease allo- 
cable. Taxpayer owned a half interest in 
real property with her mother. On 
October 1, 1924, she entered into 99 
year lease. Lessee erected an eleven 
story building on property at a cost of 
over $2,000,000. On November 3, 1938 
mother died and taxpayer inherited 
mother’s half interest in property, valued 
for estate tax purposes at $1,533,000. 
Taxpayer took depreciation on inherited 
interest on basis of fair market value of 
building at date of mother’s death. Com- 
missioner disallowed deduction. 

HELD: Deduction permitted. To be 
allowed a deduction for depreciation 
under Internal Revenue Code taxpayer 
must have an investment or depreciable 
interest in property upon which he claims 
depreciation. Where property for which 
depreciation is claimed has been placed 
upon land by lessee, lessor generally is 
not allowed to deduct depreciation, since 


he has no investment or cost therein 
which is subject to exhaustion. However, 
in case of inherited property devisee has 
an interest which has a definite determ- 
inable value as of date of death of de- 
cedent. That value is fair market value 
as of decedent’s death, and it is on that 
basis that taxpayer is entitled to deduct 
depreciation. Mary Y. Moore v. Comm., 
15 T.C. No. 116, Dec. 21, 1950. 


Estate income taxable to beneficiary 
after administration completed. Taxpay- 
er’s husband died May 22, 1938. Tax- 
payer, who was sole beneficiary under 
husband’s will, qualified as executrix. 
On April 12, 1939, she filed her inven- 
tory and appraisement of the estate, 
which was approved by the county court 
on same date. Prior to December $1, 
1938 taxpayer had paid all claims against 
the estate with the exception of $7,000 
representing one-half of the principal 
amount of a note secured by a deed of 
trust on real property owned by the de- 
cedent and taxpayer. Taxpayer filed 
separate income tax returns for herself 
and the estate up to and including 1945, 
on the theory that the estate was still in 
process of administration. Commissioner, 
having determined that period of ad- 
ministration had ended, included the 
estate income in taxpayer’s income and 
determined deficiencies for years 1943, 
1944, and 1945. 


HELD: Commissioner sustained. Per- 
iod of administration terminated some- 
time prior to December 31, 1941. Under 
Regulations 111, Section 29.161-1, the in- 
come of an estate of a deceased person 
is the income received by the estate dur- 
ing period of administration. The period 
of administration or settlement of the 
estate is the period required by the exe- 
cutor or administrator to perform the 
ordinary duties pertaining to administra- 
tion, in particular, the collection of assets 
and payment of debts and legacies. It is 
the time actually required for this pur- 
pese, whether longer or shorter than the 
period specified in the local statute for 
the settlement of estates. Here the tax- 
payer was not only the independent exe- 
cutrix but sole beneficiary as well. As in- 
dependent executrix she had the author- 
ity to close the administration of the 
estate and surrender all or any portion 
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of its assets to the heirs or devisees with- 
out the formality of judicial sanction. 
Period of administration was terminated 
sometime prior to December 31, 1941. 
Josephine Stewart v. Comm., 16 T.C. 
No. 1, Jan. 5, 1951. 


Creation of trust of partnership inter- 
est for infant son not bona fide business 
arrangement. Income taxable to grantor. 
In 1941 taxpayer and his four brothers 
entered into partnership agreement to 
continue business formerly conducted in 
corporate form. In 1938 or 1939 tax- 
payer’s son, Samuel, who was then ten 
years old, started working at one of 
stores wrapping packages, delivering 
clothes, and running errands. In 1942 
Samuel began to take on duties of a 
salesman and cashier. He was encouraged 
to take an active part in business and his 
education and activities were directed 
toward that end. On July 1, 1942, tax- 
payer created a trust for Samuel to 
which he assigned a 13% interest in 
capital of the business. This represented 
almost 40% of taxpayer’s interest in 
business. Two brothers, one of whom had 
not been previously associated with the 
business, were named trustees. For years 
1944, 1945, and 1946 Commissioner re- 
fused to recognize the trust as a member 
of partnership and taxed entire income of 
trust to taxpayer. 

HELD: Commissioner sustained. Test 
of valid family partnership was summar- 
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ized by Supreme Court. It indicated the 
necessity for examining all facts and 
circumstances and then determining 
whether or not “the parties in good faith 
and acting with a business purpose in- 
tended to join together in the present 


conduct of the enterprise.” In Culbertson 


case, Supreme Court again emphasized 
that while partnership intent was not 
“conclusive,” a finding that services con- 
tributed by a partner were not vital and 
that he had not participated in manage- 
ment, or contributed original capital 
placed “a heavy burden on the taxpayer 
to show the bona fide intent of the parties 
to join together as partners.” 


Here Court could find no contribution 
of capital and no other indicia of a bona 
fide business purpose. Hence, income of 
trust was held taxable to grantor. Feld- 
man v. Comm., C.A.-4, Dec. 20, 1950. 


ESTATE TAX 


Election to reduce own annuity so that 
wife would receive annuity upon his 
death, not a transfer to take effect at or 
after death. Prior to date of retirement 
decedent elected (under an option under 
plan, to take reduced annuity on retire- 
ment to end that in event wife survived 
him, she would be entitled to annuity for 
life. Decedent predeceased wife, and up- 
on his death Commissioner included in 
his estate value of annuity for wife on 
theory that his election to take lesser 


annuity resulted in transfer to take ef- 
fect at or after death. 


HELD: Election was not a transfer 
(1) under which decedent retained the 
possession or enjoyment of, or the right 
to the income from, the property trans- 
ferred, or (2) of property in which de- 
cedent retained a reversionary interest, 
Case is similar to Higgs case in which 
Tax Court held that transfer to wife of 
a survivorship interest in an annuity 
was a transfer within meaning of Section 
811 (c) of the Code. Circuit Court re- 
versed Tax Court. Subsequently, law was 
changed, (P. L. 378-1949) to require re- 
tention of reversionary interest by trans- 
feror in order to make transfer taxable 
under Section 811 (c). In neither this 
nor the Higgs case did decedent retain 
any reversionary interest. Est. of Two- 
good, 15 T.C. No. 129, Dec. 29, 1950. 


Contemplation of death. Decedent 
transferred property to his wife during 
his lifetime. The transfers were made at 
the wife’s request and upon the advice 
of a friend of the wife, and took place 
nine years prior to decedent’s death. 
Upon his death, Commissioner included 
value of the inter vivos transfers in de- 
cedent’s estate as having been made in 
contemplation of death. 


HELD: Transfers not made in con- 
templation of death. The impelling rea- 
son and dominant purposes for making 
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the transfers were to satisfy the desire 
of the wife for financial independence 
and an income of her own. They were 
also made in recognition of wife’s con- 
tributions to their family life, and to 
overcome family discord and _ tension 
caused by the wife’s concern over her 
financial status. The motives involved in 
the transfers were associated with a pur- 
pose to make life pleasanter not only for 
decedent’s wife but for decedent him- 
self, and were not associated with death. 
Est. of Jacobsen, T.C. Memo, Dec. 7, 1950. 


(Note: Under current law, transfers 
made more than three years before death 
cannot be deemed to have been made in 
contemplation thereof.) 


Claim for refund. What constitutes 
timely notice. Decedent died in 1934. A 
contingent claim was filed with executors 
of estate to 3,000 shares of stock which 
had been included in decedent’s estate. 
This claim was set out in estate tax 
return by executors and also in waiver 
(Form 890) which they filed in 1935. 
Total estate tax assessed was paid. Liti- 
gation over stock was instituted in 1939 
and terminated in 1945 with an award 
of stock on claim. Transfer of all stock 
pursuant to Court’s decision reduced 
decedent’s taxable estate by over $700,- 
000. Accordingly, supplemental claim for 
refund was filed by decedent’s executors 
in 1946, based on waiver filed in 1935. 





Commissioner contended claim was un- 
timely. 

HELD: Such claim was timely and 
estate was entitled to recover amount of 
overpayment of estate taxes together 
with interest. While Regulations 105, Sec. 
81.96 provide for filing of a claim for re- 
fund of estate taxes on Form 843, Court 
concluded: (1) that the statement in 
Schedule I of the Estate Tax Return 
and the statement in the “Waiver of Re- 
strictions against Immediate Assessment 
and Collection of Deficiency in Estate 
Tax” constituted a timely claim for re- 
fund of the overpayment of tax within 
the requirements of the Regulations; and 
(2) that the statements in said Return 
and Waiver were treated as claims for 
refund by both the executors and Com- 
missioner. Thus the claim for refund 
should be allowed. Est. of McClain v. 
Conner, U.S. Dist. Ct., So. Dist., Ohio, 
Oct. 4, 1950. 


Assets in decedent’s name not includ- 
ible in estate in view of State Court de- 
cision holding otherwise. Decedent and 
wife were residents of Texas, commun- 
ity property state. When wife died she 
left both her separate and community 
property to sons. Decedent probated wife’s 
will but never disclosed its terms to his 
sons. Instead, he continued to treat his 
wife’s separate property and her com- 
munity share of a prosperous mercantile 
business as his own. Decedent’s will left 





business to two sons, who had been ac- 
tive in its management. Wife’s will was 
discovered, whereupon third son, to whom 
no part in business devolved, brought 
suit against his brothers for one-third 
of his mother’s one-half interest. Suit 
resulted in Texas Courts holding that 
property standing in decedent’s name at 
his death was owned, one-half by him 
and one-sixth by each of three sons. Not- 
withstanding this decision, upon de- 
cedent’s subsequent death, Commissioner 
included all assets standing in decedent’s 
name in his estate. 

HELD: Commissioner overruled. In 
Freuler v. Helvering, 291 U. S. 35, the 
rule was laid down that, with respect 
to question of property rights, decision 
of State Court is binding on Federal 
Courts, if in State Court proceeding real 
controversy existed, and facts and issues 
were fully presented and resolved. Here 
it was apparent to Tax Court that there 
was a real controversy in the Texas 
Court; that the facts and issues were 
fully presented; and that proceedings 
were not collusive in any sense. As proof 
of this, the instigator of suit gained a 
1/6th interest in assets standing in de- 
cedent’s name at time of death where- 
as under decedent’s will he took nothing. 
Est. of Bluestein v. Comm., 15 T.C. 101, 
Dec. 4, 1910. 


United States District Court has juris- 
diction over claim for refund of interest. 
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Decedent’s estate was entitled to a credit 
against the Federal Estate Tax of $5,- 
153.33 for estate taxes paid to the State 
of New York. This amount was paid to 
the Federal Government and _ subse- 
quently was refunded to the estate with- 
out interest. Claim for refund of six per 
cent interest was filed. Upon denial of 
claim by Commissioner, Estate brought 
suit in District Court. Commissioner 
moved for summary judgment on ground 
that (1) the Court lacked jurisdiction 
and (2) the Complaint failed to state a 
claim upon which relief could be granted. 


HELD: Motion for summary judg- 
ment granted. Under United States 
Code, District Court has jurisdiction of 
any claim against United States not ex- 
ceeding $10,000 in amount. However, no 
claim was presented upon which relief 
could be granted. Under Code Section 
813 (b) a refund based on the credit 
for state estate taxes is authorized but 
the statute specifically provides that 
“any such refund shall be made without 
interest.” Estate of Murphy v. United 
States, U.S. Dist. Ct., So. Dist., N. Y., 
Nov. 29, 1950. 


STAMP TAXES 


Stamp taxes required on reregistration 
of stock upon trust corpus being divided 
into three new trusts. Upon death of life 
tenant, corpus of trust was divided into 
three parts and held by trustees in three 
separate accounts in trust for three sur- 
viving children. Corpus consisted in part 
of shares of stock. When stock was trans- 
ferred to trustees under three trusts for 
benefit of the children, stock transfer 
stamps were affixed to new certificates 
Subsequently claim for refund was filed 
on ground that no documentary stamp 
taxes were due. 


HELD: Refund denied. Section 1802 
(b) of Code imposes a stock transfer tax 
on all sales or deliveries of, or transfer 
of legal title to, any of the shares or 
certificates. Trustees contended that un- 
der New York law there was no trans- 
fer of legal title to trust stock. Court 
concluded that Federal law controlled. 
Even though new trusts were created 
without changing trustees, trustees 
would still have to pay transfer taxes in 
their new capacity as trustees for new 
trusts. On other hand a mere change in 
trustees would not affect situation. New 
York Trust Co. v. Pedrick, U. S. Dist. 
Ct., So. Dist., N. Y. Dec. 20, 1950. 


BUREAU NEWS 


Estate tax form revised. The Bureau 
has just released a new revised Form 
706. Revision was necessary largely be- 
cause of Technical Changes Act of 1949, 
the Revenue Act of 1950 and the United 
States and France Death Tax Conven- 
tion. Principal changes were made in con- 
nection with Schedule G, which deals 


with lifetime transfers which were af. 
fected by both the 1949 and 1950 Acts, 


Schedule D, Insurance, and Schedule 
L, relating to support of dependents, 
were both amended because of the 1950 
Revenue Act. 


There were other minor changes such 
as requirements for more general jn. 
formation. 


Treatment of cash and annuity con- 
tract received by participant under quali- 
fied plan upon separation from service. 
Bureau has just issued a special ruling 
respecting capital gain aspects of dis- 


tributions of cash and annuity contracts | 


upon an employee’s separation from 
service. Distribution in form of cash 
and an annuity was made to an employee 


under a pension plan which met require- | 


ments of Section 165 (a) of Internal 
Revenue Code. Employee made no con- 
tribution under plan. He did not cash 
annuity contract upon receiving it. In- 
quiry was made as to whether such dis- 
tribution could be considered a total dis- 
tribution paid within one taxable year. 


Bureau ruled that “The fact that a 
distribution is made in cash and an an- 
nuity contract has no bearing on the 
question as to whether such distribution 
represents the total distribution payable 
which is paid in one taxable year within 
the purview of Section 165 (b) of the 
Code. If such a distribution is, in fact, 
the total distribution payable at the time 
of employee’s separation from service 
the fact that an annuity contract, which 
is not surrendered until some subsequent 
year, forms a part thereof, will not affect 
such distribution in so far as this ques- 
tion is concerned. Assuming the “ish and 
annuity contract represent the tial dis- 
tribution payable under the tru§ on ac- 
count of the employee’s separat 
service, the cash may be con 









long-term capital gain in 1950 d pay- 
ments under the annuity cont in a 
subsequent year or years will t¥i™axable 
as ordinary income. Using the 1e as- 
sumptions, if the annuity co¥jact is 
surrendered in 1950 (sic) for@fs cash 
surrender value the amount thejpit may 
also be considered a long-tern™fcapital 
gain.” 

Letter Ruling, Dec. 11, 19509 signed 


by E. L. McLarney Deputy Commissioner. 
By W. G. Shreve, Head of Division. 


» 8B Sb 


Avucustus S. HUTCHINS, attorney and 
chairman of the board of Crum & Foster, 
fire insurance firm, left a net estate, at 
his death three years ago, of $8,402,048, 
a recent estate tax appraisal revealed. 


RS AE SE ee ne INN 


Securities of $7,654,075 included $4,283,- | 


061 of stock in the insurance firm. Under 
the will Mrs. Hutchins received a life in- 
terest in half of the residue, the other 
half divided among three nieces and a 
nephew. 
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RECENT FIDUCIARY DECISIONS 


ACCOUNTING — Court — Interme- 
diate Accounting No Bar Where 
Trustee did not Reveal Wrongdo- 
ing 

New Jersey—Supreme Court 

Liberty Title and Trust Co. v. Plews, 77 A. 

(2d) 219. 

Trustee filed an intermediate account- 
ing in 1932 showing an increase in corpus 
value from $247,031 to $432,373. Increase 
resulted from profits on sale of certain 
stocks and stock rights. Life tenant filed 
exceptions to this accounting contending 
she was entitled to such profits. Remain- 
derman resisted contention of life tenant, 
asserting that securities were overvalued 
and that properties on which trust held 
mortgages were not worth face value of 
mortgages. Issues in that proceeding 
were limited to controversy between life 
tenant and remainderman. Trustee ob- 
jected in proceeding to inquiry as to 
value of property covered by mortgages. 
Account of trustee was allowed. 

Trustee filed final accounting in 1945 
upon death of life tenant. Remainder- 
men filed exceptions charging trustee 
with self dealing, self interest, private 
profit-taking, illegal investments, and 
improper management before and after 
intermediate accounting. Typical of the 
acts complained of were trustee’s selling 
of individually owned mortgages to trust 
without appraisal, and trustee’s earning 
premiums on title policies covering mort- 
gages owned by trust. Moreover trustee 
did not reveal in its intermediate account 
that principal and interest on some of 
trust mortgages were in default. 

In this proceeding trustee objected to 
admission of evidence of wrongdoings 
prior to 1932 decree on ground that 
intermediate decree barred inquiry into 
transactions prior thereto. 

HELD: Trustee surcharged. Inter- 
mediate decree is no bar to surcharge 
for prior misconduct where trustee has 
concealed its wrongdoing. Trustee was 
guilty of fraud in failing to make dis- 
closure of facts from which nature of 
its acts could be ascertained. Where 
fraud is present intermediate decree is 
not binding on beneficiaries. 


CLaims — Creditors not Entitled to 
Savings Bonds Payable on Death 
to Named Beneficiary 


New York—Appellate Division, Second Dept. 
Matter of Laundree, 100 N.Y.S. (2d) 145. 


The Appellate Division Second Depart- 
ment reversed the decision of the Surro- 
gate of Queens County reported in 88 
TRUsTs AND EsTATES 515, which held 
that transfers by the decedent to his 
brother by purchasing Series E United 


Fepruary 1951 


States Savings Bonds and registering 
them in the brother’s name were fraud- 


ulent and void. The Appellate Division 


held that, under the regulations of the 
Secretary of the Treasury applicable to 
these bonds, the designated beneficiary 
acquired a present interest therein; and 
there being no proof that the decedent 
was insolvent when he purchased the 
bonds, the conveyance was not fraudulent 
under Article 10 of the Debtor and Cred- 
itor Law. 


CHARITABLE TRUSTS — Fund Ap- 
plied Cy Pres to Bataan Prisoners 


New Mexico—Supreme Court 
Gunderson v. Sage, 225 Pac. (2) 136. 


Residents of McKinley County and 
Valencia County, New Mexico, raised 
a fund to be used for relief of members 
of the 200th Coast Artillery, then prison- 
ers of the Japanese. Due to war condi- 
tions the fund was never used and the 
trustees, being unable to determine 
whether the trust has failed, seek a 
construction thereof and a determination 
of the beneficiaries. 


The matter was tried to the court, 
which found that said funds were raised 
for the relief of members of the 200th 
Coast Artillery from Valencia and Mc- 
Kinley Counties, who were prisoners 
of the Japanese in the Phillpines, and 
that if the funds could not be used for 
that purpose, then among the various 
Bataan prisoners residing in the two 
counties, who finally returned. 

HELD: 1. Evidence amply supported 
court’s finding which will not be disturbed 
on appeal. 

2. Where primary purpose of trust has 
failed and secondary purpose is clearly 
established, distribution should be made 
according to secondary purpose. 


CONFLICT OF Laws — Effect of Eng- 
lish Statutory Will Form Upon 
Equitable Conversion 


New York—Surrogate’s Court, N. Y. County 
Matter of Huntingfield, N.Y.L.J., Jan. 2, 1951. 


The testator died domiciled in Great 
Britain. Her will was probated there 
and an exemplified copy recorded in the 
Surrogate’s Court, New York County, 
which also appointed the trustee under 
the will. The proceeds of sale of New 
York realty constituted the corpus of 
the testamentary trusts. A question was 
raised with respect to the validity of the 
trusts. A preliminary question was 
whether the law of Great Britain or that 
of New York applied, which depended 
upon whether there was an equitable con- 
version of the real estate. There was no 
express direction to sell the real estate 
in the will which would result in an 
equitable conversion, but the question 
was whether there was an implied direc- 
tion because of the incorporation by 
reference of Form 8 of the English 
Statutory Will Forms 1925. This statu- 
tory form provides in part that real 
property shall be held in trust to sell 
the same and to pay funeral and testa- 
mentary expenses, debts and finally leg- 
acies (to be paid primarily out of per- 
sonal property). 


HELD: Form 8 of Statutory Will 
Forms 1925 does not expressly or im- 
pliedly direct a sale of the real property 
sufficient to constitute an equitable con- 
version, nor does it appear that such 
sale was necessary for the purposes 
specified in that statute. The law of New 
York, therefore, applies. It follows that 
the proceeds of sale should not be trans- 
mitted to the domiciliary jurisdiction but 
should be administered by the New York 
trustee. 
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The Court noted, in passing, that it 
was doubtful whether the validity of the 
testamentary trusts would be determined 
by the laws of Great Britain even if 
there was an equitable conversion, citing 
Section 249 of the Restatement of the 
Law of Conflict of Laws which states that 
the validity of a will of an interest in 
land is governed by the law of the situs 
of the land in spite of a direction to con- 
vert the land into personalty. 


DISTRIBUTION — Beneficiaries Not 
Charged with Principal Advances 
Made Under Discretionary Power 


Massachusetts—Supreme Judicial Court 

Boston Sate Deposit and Trust Co. v. Johnson, 

1951 A.S. 53; Jan. 4, 1951. 

The testator, who died in 1917, gave 
the residue of his estate to trustees in 
trust “from time to time in their sole 
discretion to apply the net income there- 
of and such portions of the principal, if 
any, as they may deem necessary or 
proper, as nearly equally as may be, to 
the maintenance, support and education 
of” two nieces and a nephew, Ruth, Doris, 
and Phinehas. On the death of any bene- 
ficiary his issue would take his share of 
the income by right of representation, 
until the 20th anniversary of the tes- 
tator’s death, when such issue of the 
beneficiary as were then living should 
receive their share of the principal by 
right of representation. 

In 1948 Phinehas died, leaving three 
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children. The two nieces were both living 
and each had children. Prior to Phinehas’ 
death the trustees had at various times 
paid him $9,000, to Doris $4,500 and to 
Ruth $3,100 out of principal. The trustees 
had charged each of them 6% interest on 
these payments against his or her share 
of the income, adding such charges to 
the total income before dividing it. Sev- 
eral prior accounts showing’ these 
charges, etc., had been allowed without 
objection. 


The case arose on the allowance of the 
sixth and final account of the trustees. 
The guardian ad litem contended that 
the $16,600 advanced to the three bene- 
ficiaries should be added to the principal 
of the trust fund and Phinehas be charg- 
ed with $9,000 before determining the 
amount of his share which should go to 
his issue. From a decree denying this 
contention and allowing the account as 
filed the guardian ad litem appealed. 


HELD: Affirmed. The trustees had 
discretionary power to advance principal, 
subject to a reasonable determination 
that the needs of the beneficiaries were 
such as to require it. As there was no 
contention that the trustees had acted 
in bad faith or arbitrarily or capricious- 
ly, the court would not substitute its 
judgment for theirs. While the differences 
in the advances were substantial, in view 
of the total amount of the trust fund 
(about $400,000) they did not seem to 
be unreasonable. 


DISTRIBUTION — Alien’s Right to In- 
herit 
California—Supreme Court 
Estate of Schluttig, 36 A.C. 367 (Dec. 12, 
1950). 


Mrs. Schluttig, an American citizen 


(date of death not stated), left an estate 
consisting of personal property in Calj- 
fornia. Her will bequeathed the residue 
to nieces and nephews or their children, 
All the legatees, except one, Mrs. Clem- 
ents, are citizens and _ residents of 
Germany and Austria. Mrs. Clements 
filed a petition claiming the entire residue 
on the ground that since Germany and 
Austria did not grant a reciprocal right 
of inheritance to United States citizens, 
nationals of those countries could not take 
(Probate Code, Section 259). Mrs. Clem- 
ents prevailed in the Superior Court. 
On appeal by the Attorney General of 


the United States (who claimed the for- | 


eign nationals did take and that he as 
successor to the Alien Property Custodian 
was entitled to their interests), the Dis- 
trict Court of Appeal, on the basis of a 
claim by the Attorney General of newly 
discovered evidence on the basic issue 
(reciprocal right of inheritance), ap- 
pointed a referee to take additional evi- 
dence, and on that evidence reversed the 
Superior Court (218 P. 2d 819). Order of 
Superior Court affirmed. 

HELD: (1) The taking of new evi- 
dence in the District Court of Appeal was 
an irregularity. 

(2) The evidence before the Superior 
Court showed that inheritance in Ger- 
many and Austria under the Nazi 
regime was whimsical and arbitrary, 
negativing any reciprocal right of in- 
heritance. 


PERPETUITIES — Power of Alienation 
not Suspended More than Two 
Lives 

Michigan—Supreme Court 
Miller v. Curtiss, 328 Mich. 239. 


Will required residuary testamentary 
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trustee to pay all of the income and 5 
per cent of the principal each year to 
named beneficiary, and permitted trus- 
tee, in event of emergency befalling the 
beneficiary, to use such part of the prin- 
cipal as would be sufficient to take care 
of the emergency. The trust provided 
for payment of principal to said bene- 
ficiary’s children, if any, upon her death 
before completion of the trust, and in the 
event she died childless, the trust remain- 
der was to pass to seven named persons. 

Plaintiff, a grandchild of testator, 
prought suit claiming that the trust pro- 
vision suspends the power of alienation 
for more than two lives in being, and that 
consequently it is void under the Mich- 
igan Statutes. 

HELD: The trust was valid. It was for 
the lifetime or less of the woman named 
as beneficiary. Termination of the trust 
would follow 20 annual payments of 5 per 
cent of the principal, and prior to 20 
years, if the principal was encroached 
upon for the benefit of said first and 
direct beneficiary, or if she died. The 
period of the trust term is not in gross 
but is for the lifetime or less of the 
beneficiary. It is of no consequence to 
consider, as the plaintiff urges, how many 
of the contingent remaindermen may die 
before the death of said first and direct 
beneficiary. 


PERPETUITIES — Power of Sale Im- 
plied —- Suspension of Ownership 
Immaterial 


Wisconsin—Supreme Court 
Will of Walker: Harris v. Burger, 258 Wis. 65. 


Isabel Walker left her residuary estate, 
consisting of cash, stocks and bonds, and 


a parcel of realty, in trust until such 
time as the youngest of her great 
nephews and nieces should attain age 
fifty, at which time the trust would 
terminate. The “interest” from the trust 
was to be paid to the beneficiaries an- 
nually. The will contained no express 
power of sale. 


Testatrix’ heirs at law, two nephews, 
applied for a construction of the will, 
contending that the trust was in contra- 
vention of the statute prohibiting sus- 
pension of the absolute power of alien- 
ation for a period longer than lives in 
being plus thirty years, because great 
nephews and nieces might be born after 
the creation of the trust, and as there 
was no express power of sale, alienation 
was suspended. The heirs at law also 
contended that the residuary clause was 
void because it created a trust which 
itself violated the rule against per- 
petuities. 


HELD: Although there is no express 
power of sale in the trustees, the fact 
that testatrix intended the annual “in- 
terest” (which the court construed to 
mean “income’’) to be paid to the bene- 
ficiaries shows her intent that the trust 
corpus remain productive. Productivity 
presupposes the power to alter and ad- 
just the corpus, and, thus, a power of 
sale in the trustee is implied in the terms 
of the instrument. Further, in light of 
the fact that testatrix considered her 
land no differently from any other asset, 
the implied power of sale extended to 
that land as well as to the personalty 
even though some of the earlier cases 
support the rule that the trustees have 
no power to sell land unless expressly 
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given. The power to alienate, then, is not 
suspended. 

That the trusts may exist beyond lives 
in being plus thirty years is true. How- 
over, Wisconsin has no statute prohibit- 
ing the suspension of absolute ownership 
of property, but only prohibiting the 
suspension of power to alienate. If the 
trustee had power to sell, which he may 
exercise within the time specified by 
statute, the trust is not void even though 
the trust in the converted fund is per- 
petual. 


POWERS OF APPOINTMENT — Ap- 
pointment to Adopted Children 
Held Within Power to Appoint to 
Children 


New York—Surrogate’s Court, N. Y. County 
Matter of Charles, N.Y.L.J., Jan. 22, 1951. 


The will gave the testator’s daughter 
a testamentary power to appoint the 
corpus of a trust for her benefit to the 
daughter’s children, or the issue of any 
deceased child, or if there be none, to 
the donee’s brothers or their issue. The 
donee appointed two-thirds of the ap- 
pointive property to her two adopted 
children and one-third to a niece, the 
only daughter of a brother who prede- 
ceased the donee. The children were 
adopted after the death of the donor 
of the power. The niece, who would take 
in default of appointment, contended 
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that the adopted children are not within 
the class to which the donee could ap- 
point and that they were, in any event, 
precluded from sharing in the appoint- 
ment by Domestic Relations Law Sec. 
115 which provides: 

“4. As respects the passing and limitation 
over of real or personal property dependent 
under the provisions of any instrument on the 
foster parent dying without heirs, the foster 
child is not deemed the child of the foster par- 


ent so as to defeat the rights of the remainder- 
men.” 


HELD: Adopted children come within 
the class designated as “children” to 
which the appointment could be made. 
The exception to the rights of adopted 
children contained in Subdivision 4 Sec. 
115 D.R.L. does not apply to this situ- 
ation. The statute defeats the rights of 
adopted children only where the passing 
of the property to the remaindermen is 
dependent upon the foster parent dying 
without heirs. Its purpose is to prevent 
a person from adopting children in order 
to prevent remaindermen from taking an 
interest in default of that person’s issue. 
In the instant case, the donee of the 
power could appoint to others than her 
children and thereby cut out the re- 
maindermen. It is not now necessary to 
decide what the result would be if the 
donee had a power to appoint to her 
children and not to others. 


A A A 





IN DELAWARE 


LETE 
RY 
E 


CO 
FID 
SE 


Capital ----+-+-+-+-+-+-+--- $ 4,137,500.00 
Surplus and Undivided Profits - $16,070,431.99 


WILMINGTON 


TRUST COMPANY 
Wilmington . Delaware 


Member teders! Depusn Insureere Corporation 


140 


SPOUSE’s RIGHTS — Widow Put to 
Election of Statutory or Testamen- 
tary Share 


Texas—Supreme Court 
Miller v. Miller, decided Jan. 6, 1951. 


The will of the husband read as fol- 
lows: 


“Tt is my will and desire that all of the prop- 
erty, both real and personal, I may die seized 
and possessed of, after the payment of all my 
just debts, together with all the expenses inci- 
dent to the probating of this will, shall pass to 
and vest in fee simple to my beloved wife .. .” 


There is nothing in the will that in any 
way bears on the testator’s intent with 
respect to the statutory exemptions or 
the widow’s election as to such exemp- 
tions. The lower courts decreed to the 
widow both her one-eighth of the estate 
under the will and also her statutory ex- 
emption rights (consisting of the home- 
stead, etc.). 


HELD: Case remanded to trial court 
in order that the widow could make her 
election. In extension of any previous 
authority in Texas, the Court stated that 
this simple bequest put the widow to an 
election to choose which property she 
will take — that given by law, or that 
given by will. 


TAXATION — Estate & Inheritance — 
Apportionment of Federal Estate 
Tax and Legal Expenses in Deter- 
mining Liability Between Estate 
and Inter Vivos Trusts 


Rhode Island—Supreme Court 


Industrial Trust Co. v. Budlong, 76 Ati. (2d) 
600. 


This was a bill for construction of a 
will to determine whether six inter vivos 
trusts created by the decedent should 


bear a part of the Federal estate tax and 
of the legal expenses involved in the de. 
termination that these trusts were tax. 
able as a part of the decedent’s estate, 
The trusts were silent as to payment of 
inheritance taxes but the decedent’s wil] 
directed the executor 


“*** to pay from the principal of my estate, 
in such manner that the same shall ultimately 
be borne by the residue thereof and as an ex. 
pense of administration, all inheritance taxes, 
succession taxes, transfer taxes, legacy taxes, 
death duties, and all other similar imposts and 
charges, whether imposed by any law of the 
United States, or of any State, to the end and 
with the effect, as far as possible, that the be. 
quests and devises, other than of the residue 
hereinafter in this will contained, as well as 
any sums payable under any insurance policy 
or policies to named beneficiaries, may be exon- 


erated therefrom and be received by the several | 


beneficiaries without deduction***.” 


HELD: This is a question to be de- 


termined by State law. The decedent’s | 


will, by the language above quoted, did 
not disclose an intent that the part of 
the Federal estate tax imposed by reason 
of the trusts should be paid from the 
residuary probate estate. In the absence 
of such intent, although Rhode Island 
has no statute dealing with this situ- 
ation, the Rhode Island law is that the 
tax should be borne by the estate and 
the trusts proportionately. This appor- 
tionment principle is also applicable to 
interest on a deficiency in estate taxes 
and to counsel fees and disbursements 
of counsel in connection with litigation 
respecting the Federal estate tax. 


The portions chargeable to the estate 
and trusts should, so far as interest is 
concerned, be charged to income, where- 
as the portion of taxes and expenses to 
be borne by the trusts should be charged 
to principal. The six trusts should also 
reimburse the decedent’s residuary estate 
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for the loss of income by paying the es- 
tate four per cent interest on the amounts 
originally paid by the estate for taxes 
for the benefit of the trusts, but no such 
reimbursement of interest is to be made 
in connection with payments on account 
of counsel fees and disbursements. 


TAXATION — Estate & Inheritance — 
Bequest to Stepchild Taxed at Low 
Rate — Affinity not Broken by 
Death of Natural Parent 


Washington—Supreme Court 
Estate of Bordeaux, 137 Wash. Dec. 526. 


Chester and Russell Bordeaux were 
10 and 5 years of age, respectively, when 
their father married their stepmother in 
1900. They were brought up by their 
stepmother as if she had been their 
mother, and they regarded her as their 
mother. This close filial relationship con- 
tinued after the death of their father, 
which did not occur until 34 years after 
the marriage. Mr. and Mrs. Bordeaux 
had one child, who died in infancy. The 
stepmother died in 1949, willing the bulk 
of her estate to Chester and Russell. 


The Washington inheritance tax stat- 
utes classify recipients of the property 
of a decedent in three classes. Property 
passing to those in “Class A” is taxed 
at the lowest rates. Class A includes any 
grandparent, parent, spouse, “child or 
stepchild,” adopted child or lineal de- 
scendant of any adopted child, son-in- 
law, daughter-in-law, or lineal descend- 
ant of the deceased. The Inheritance Tax 
Division of the Washington Tax Com- 
mission contended that upon the death of 
Mr. Bordeaux the “tie of affinity” was 
severed, with the result that Chester 
and Russell automatically ceased to be 
stepchildren of Sarah Bordeaux, and be- 


came legal strangers to her, so that her 
bequests to them were taxable at the 
highest “Class C” rates, admitting, how- 
ever, that this would not have been so 
had the half-brother survived the step- 
mother. 


The Probate Court entered a decision 
adverse to the contention of the Inher- 
itance Tax Division, holding that Chester 
and Russell were “stepsons” of the de- 
cedent within the meaning of the statute. 


HELD: Affirmed. It is most reasonable 
to conclude that the legislature in con- 
ferring this benefit on stepchildren did 
not intend their right to receive it to 
depend upon the technical question of 
whether a legally recognized affinity re- 
lationship existed between themselves and 
their stepparents. The modern tendency 
has been to assimilate the stepchild to 
the natural child. The bequests to Chester 
and to Russell should be taxed at the 
same rate as they admittedly would have 
been taxed had their father or their half- 
brother survived their stepmother. 


TAXATION — Estate & Inheritance 
— Trust of Part of Residuary 
Trust Obtains Benefit of Marital 
Deduction Despite Direction 
Against Apportionment 


New York—Surrogate’s Court, Westchester Co. 
Matter of Bayne, N.Y.L.J., Dec. 28, 1950. 


Decedent’s will created three residuary 
trusts. One trust, consisting of one half 
of the residue was for his wife’s benefit 
and qualified for the marital deduction. 
The income of the other two trusts, each 
consisting of one quarter of the residuary 
estate, was payable to the wife for her 
life with remainder to his sons or their 
issue. The will directed “that all trans- 
fer, succession or inheritance taxes which 
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may accrue hereunder in any jurisdic- 
tion be paid out of my general estate.” 


HELD: (1) The quoted direction 
against apportionment of estate taxes is 
not broad enough to cover inter vivos 
transfers forming part of the taxable 
gross estate. Life insurance proceeds 
must, therefore, bear a pro rata share 
of the estate taxes. 


(2) The benefits of the marital deduc- 
tion accrue to the property which cre- 
ated the deduction and such benefits must, 
therefore, be apportioned between the 
marital deduction trust and the life in- 
surance proceeds payable to the widow. 
The quoted provision directs against ap- 
portionment of estate taxes resulting 
from bequests arising under the will by 
providing that they be paid from the 
general estate which the court construes 
to mean the residuary estate. This pro- 
vision does not, however, direct against 
the apportionment of estate taxes be- 
tween residuary bequests. Nor does it 
indicate any intent that the estate tax 
deductions should not accrue to the bene- 
fit of the recipients of the deductible 
property. Sec. 124 D.E.L., which pro- 
vides for the apportionment of estate 
taxes in the absence of a contrary direc- 
tion, further provides: “*** allowances 
shall be made for any exemptions grant- 
ed by the Act imposing the tax and for 
any deductions allowed for the purpose 
of arriving at the value of the net estate.” 
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WILLs — Construction — Bequest of 
Residue to Named Persons not a 
Class Gift 

Kentucky—Court of Appeals 

Shoenberg v. Lodenkemper’s Ex’r, 234 S.W. 

(2d) 501. 

Testatrix devised the residue of her 
estate “absolutely and in fee simple, 
share and share alike” to twelve of her 
friends. One of the named residuary 
legatees predeceased the testatrix, leav- 
ing no issue surviving. This action was 
brought to determine whether the share 
of the deceased legatee should be dis- 
tributed to the surviving residuary leg- 
atees or to the heirs at law of the testa- 
trix. 

The claim of the residuary legatees 
was based upon a statutory provision 
(KRS 394.410) to the effect that when 
“a devise is made to several as a class 
or as tenants in common or as joint ten- 
ants, and one or more of the devisees die 
before the testator,” without issue, the 
share of the deceased devisee shall pass 
to “the surviving devisees, unless a dif- 
ferent disposition is made by the de- 
visor.” 

The claim of the heirs at law is 
based upon a statutory provision (KRS 
394.500) to the effect that “unless a 
contrary intention appears from the 
will,” property “in a devise incapable of 
taking effect, shall not be included in the 
residuary devise contained in the will, 
but shall pass as in case of intestacy.” 
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From the judgment of the trial court 
in favor of the residuary legatees, an 
appeal was taken to the Court of Ap- 
peals. 

HELD: Reversed. The share of the 
deceased residuary legatee passed to the 
heirs at law of the testatrix as in case 
of intestacy. After stating that in order 
to determine whether legatees in a be- 
quest constitute a class it is necessary to 
ascertain whether the testatrix intended 
to deal with them as a group or as 
specific persons, the Court said: “the 
testator has used no words showing an 
intent that the residuary legatees be 
considered as a class. They merely ap- 
pear individually as preferred friends. It 
is obvious that the residuary legatees 
cannot be construed to be a class. . 
Since there are no words of survivorship, 
the residuary legatees cannot be con- 
strued to be joint tenants in contradis- 
tinction to tenants in common.” 


Finally, with respect to whether the 
residuary legatees could be considered 
as tenants in common, the Court stated 
that “to constitute a tenancy in common, 
the tenants must have equal rights to 
the possession of the whole, and without 
such unity such tenancy does not exist,” 
and therefore since “the right of the 
residuary legatees under this will is to 
a distributing share, not to an undivided 
portion of the whole,” the legatees can- 
not be considered tenants in common. 


WILLs — Construction — Bequest of 
Remainder to Brother and Sister 
Held to be to Them Individually 
— Lapsed Share in Residue Goes 
as Intestate Property 


Massachusetts—Supreme Judicial Court 


Old Colony Trust Co. v. Stetson, 1951 A.S. 25; 
Jan. 4, 1951. 


The will created a trust to pay a fixed 
annuity out of income to Harriet (niece 
and only heir of the testatrix) and on 
her death to her husband, surplus income 
to be paid to the two residuary legatees. 
On the death of the two life beneficiaries 
the principal was to go “to my two 
residuary legatees hereinafter named.” 
A later clause in the will named two 


For 


cousins of the testatrix, Joseph and Mar. 
ian, as residuary legatees and bequeathed 
them the residue in equal shares. Joseph 
predeceased the testatrix, without issue. 
Harriet died in 1947 and her husband jn 
1948. In 1911, after the testatrix’s death, 
a single justice of the supreme court had 
entered a decree, assented to by all 
parties, to the effect that Joseph’s share 
in the residue lapsed and went as in- 
testate property to Harriet, the next of 
kin. The question in this case was as to 
the distribution of the trust fund. 


HELD: First, the principal of the 
trust did not become a part of the residue, 
There was no connection between the 
clause disposing of the principal and the 
residuary clause, except that the former 
referred to the latter for the names of 
the two legatees. Hence Marian was en- 
titled to the half of the trust fund be- 
queathed to her, while the bequest of 
Joseph’s half lapsed and fell into the 
residue. As part of the residue it went 
half to Marian and half to Harriet’s es- 
tate as intestate property. Thus Marian 
was entitled to three-fourths of the trust 
fund. 


Second. Marian contended that the be- 
quest of the principal of the trust was 
to herself and her brother jointly as a 
class and that accordingly she was en- 
titled to the whole. The court, however, 
considering the will as a whole in the 
light of the surrounding circumstances, 
held that they took individually in equal 
shares, and not as members of a class. 


WILLs — Construction — Definite- 
ness of Provision Necessary to Cre- 
ate Trust 


California—Supreme Court 


Estate of Kearns, 36 A.C. 480, in effect affirm- 

ing decision of District Court of Appeal, 95 

A.C.A. 68, 212 P. (2d) 258. 

(See Feb. 1950 Trusts and Estates 145, 
for statement of facts.) 


HELD: (1) Although the expression 
“T direct” may be merely precatory when 
addressed to a legatee, it may be manda- 
tory where addressed either to a legatee 
or an executor, depending upon intent. 
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In this handwritten will, the Court con- 
siders that the term executor may not 
have been used in its technical sense. 


(2) The mere fact that a legatee is 
given broad discretionary powers will 
not defeat a trust if it is clear that one 
is intended and the terms are sufficiently 
certain to permit their enforcement. If, 
however, they are merely intended as 
moral suggestions to aid the legatee’s 
discretion but not to control it, no trust 
is created. 


(3) It cannot be said that a trust or 
equitable charge was created unless the 
intent of the testator to do so can be 
shown by extrinsic evidence. 


(4) In such cases, the trier of facts 
may consider such matters as the size 
of the estate, the property involved in 
the gift, the circumstances of the parties 
and their relation to each other and to 
the testator. Oral declarations of the 
testator are not admissible. 

Case sent back for new trial. 


WILLS — Construction — Distinction 
between Patent and Latent Am- 
buiguity Disappearing 

Iowa—Supreme Court 
In re Widney v. Hess, 45 N.W. (2d) 233. 


Testator provided with reference to his 
residuary estate “Balance of estate to 
the National Cancer Fund.” Contestants 
claimed the residuary clause of the will 
was void for ambiguity. Cancer Preven- 
tion Society of Los Angeles intervened 
claiming that it should be held to be the 
residuary beneficiary referred to in the 
will as “National Cancer Fund.” The 
trial court permitted extrinsic evidence 
to prove that by “National Cancer Fund” 
testator intended to designate intervener. 


HELD: Affirmed. There could be no 
question of the admissibility of extrinsic 
evidence which disclosed the latent am- 
biguity. “The distinction between patent 
and latent ambiguity as a test for admis- 
sion of extrinsic evidence to ascertain 
real meaning or intention is apparently 
disappearing.” 


WILLs — Construction — Legacy to 
named Persons not Class Gift 


New Jersey—Supreme Court 
Lawes v. Lynch, 76 A. (2d) 885. 


Testator’s will gave his wife a life 
estate in residue of his estate and further 
provided that upon her death remainder 
should pass “unto Ella Whitfield, my 
sister, Kate D. Jones, my sister, and 
Lewis D. Jones, my father, to be divided 
equally among them to them and their 
heirs and assigns forever.” Testator’s 
father predeceased him, but his wife and 
two named sisters survived him. Widow 
enjoyed life estate given her and died 
testate in 1946. 


Widow’s executor now claims that she 
received one-third residue of testator’s 
estate outright because of his partial in- 
testacy resulting from lapse of gift in 
remainder to father who predeceased 
testator. Representatives of testator’s 
estate assert that gift in remainder was 
a class gift carrying rights of sur- 
vivorship so that testator’s sisters were 
entitled, as surviving members of class, 
to one-third given to testator’s father. 


HELD: Bequest was not class gift but 
gift in severalty to named persons who 
took as tenants in common. Unless con- 
trary intent is manifested in will, gift to 
named persons, although they may con- 
stitute class, is presumed to be gift to 
named persons in severalty and not class 
gift. Presumption against intestacy is 
insufficient to make class gift from what 
otherwise is gift to individuals. There- 
fore testator died intestate with respect 
to one-third remainder given to father, 
and widow was entitled thereto under 
laws governing intestacy. 


WILLs — Construction — Precatory 
Expressions to Executor Create 
Trust 


California—District Court of Appeal 

Estate of Collias, 101 A.C.A. 310 (Dec. 20, 

1950). 

Decree of distribution in Collias’ estate, 
following the will, appointed Argirios 
Collias executor and contained the fol- 
lowing provision: 
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“All the rest and residue of my estate, of 
every kind and description, and wherever sit- 
uated, I give, devise and bequeath unto my 
nephew Argirios Collias a resident of Long 
Beach, California at the time this instrument is 
signed. It is my desire and wish that my nep- 
hew Argirios Collias will give half of my estate 
to my nearest relative heir in Greece instruct- 
ing him or her to distribute said half of my es- 
tate in equal shares to all my close relatives in 
Greece***,”’ 


The Grecian heirs appealed from a 
decree distributing the estate to Argirios. 


HELD: Reversed. Argirios being exe- 
cutor, the wish expressed in will that 
half of estate be divided equally among 
relatives in Greece was a command and 
one-half should have been distributed to 
him in trust for use and benefit of 
Grecian relatives. 


Wilson J., dissents on ground that de- 
cision is contrary to earlier California 
cases. 


WILLS — Probate — Executor En- 
titled to Insist on Probate — Heirs 
may not Agree to Dispense 


Iowa—Supreme Court 
In re French’s Estate, 44 N.W. (2d) 706. 


Testatrix devised her estate in trust for 
the benefit of five named beneficiaries 
with the direction that the income be 
divided among them and “as each indi- 
vidual . . . shall pass away, his or her 
share of the yearly income shall be 
divided equally among the .. . individuals 
surviving.” The will then provided that 
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the trust should terminate upon the death 
of the last of the five beneficiaries and 
all assets of the trust should then be 
delivered to the heirs of the last surviv- 
ing beneficiary. 

The executor produced the will for 
probate and the five named beneficiaries 
contested the same and filed a written 
agreement to dispense with probate. The 
trial court held that all of the heirs at 
law and beneficiaries named in the will 
were objecting to probate and that the 
contest was in the personal interest of 
the executor and he, being a stranger, 
had no standing in court to insist upon 
probate. The executor appealed. 


HELD: Reversed. It was the duty of 
the executor to make all reasonable ef- 
fort to sustain its validity. Beneficiaries 
under a will cannot defeat a trust by 
an agreement to dispense with probate. 
The action of the five named beneficiar- 
ies was adverse to the interests of the 
heirs at law of the last survivor and they 
could not, by their voluntary action, 
prejudice the rights of the contingent 
remainderman. 

Because of the adverse interest be- 
tween the named beneficiaries and the 
heirs of the last survivor, the doctrine 
of equitable representation of the heirs 
could not be applied for the representa- 
tive must have acted in good faith and 
have done all that was reasonable and 
necessary to protect the interests of those 
not before the court. 


WILLs — Probate — Presumption of 
Obliteration by Testator not Re- 
butted by Joint Access 


Pennsylvania—Supreme Court 
Hildebrand Will, 365 Pa. 551. 


Testatrix died in 1946 leaving a type- 
written will, dated in 1935, prepared by 
her attorney and found in his envelope 
in testatrix’s safe deposit box after her 
death. The residuary clause contained a 
line which had been partially obliterated 
by a broad smear of ink approximately 
2%” by %” which wholly effaced what- 
ever had been written under it, probably 
the name of one of the residuary leg- 
atees. At the bottom of the page below 
the execution and attestation clause was 
written in testatrix’s handwriting: “I 
Emma Grable Hildebrand marked off one 
name in Seventh (7).” One of the two 
remaining residuary legatees had access 
to the safe deposit box, but denied that 
she knew of the will. A niece who had 
been bequeathed a legacy in the will ap- 
pealed from the probate of the will and 
the lower court dismissed the appeal. 

HELD: Affirmed. Where testator had 
custody of the will the presumption is 
that any obliteration is his own act and 
the fact that another had joint access 
is not sufficient to rebut this presump- 
tion. There is no requirement that the 
proponent of the will prove whose name 
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was obliterated or what word or words 
were obliterated: The method of re- 
vocation being by obliteration, the un- 
signed statement of the testatrix at the 
bottom of the page is admissible evidence 
to explain or reveal testatrix’s intent; 
such evidence is not contrary to the rule 
that an unsigned writing cannot revoke 
a will. 


WILLS — Probate — Mutilated Will 
in Testator’s Possession Presumed 
Revoked 


Indiana—Appellate Court 
In re Patton’s Will, 95 N.E. (2d) 311. 


A mutilated will found among de- 
cedent’s effects had the signature of the 
testator torn off and lines drawn through 


the signatures of the attesting itnesses, 
There were also three notes @ the mar. 
gin of the will in the handwriting of 
the decedent indicating that'} new wil] 
had been executed. The lowe#¥ court de. 
nied probate in an ex parte @>ceeding, 


HELD: Affirmed. In an ex‘ parte pro. 
bate of a will there must be a srima facie 
showing of the validity of the will. Where 
the testator remains in possession of his 
will and it is found after his death in 
a mutilated condition, an infevence arises 
that the testator destroyed o: mutilated 
it for the purpose of revoking it. The 
court may also consider the marginal 
notations as bearing upon the testator’s 
intent. The court did not err in denying 
probate. 
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